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Preface 

The  study  on  which  this  report  is  based  was  undertaken  to  supply 
a  need  for  information  on  regulatory  impediments  to  increased  con- 
sumption of  milk.  When  the  study  was  proposed,  the  Government 
for  about  2  years  had  been  accumulating  large  and  growing  stocks  of 
dairy  products.  To  expand  the  consumption  of  fluid  milk  seemed 
the  best  way  to  reduce  these  stocks  and  bring  satisfactory  returns  to 
producers.  But  in  exploring  the  opportunities  for  this,  questions 
arose  repeatedly  about  laws,  regulations  and  controls  that  restrict 
these  opportunities. 

It  appeared  that  there  was  need  to  examine  objectively  what  the 
impediments  are,  which  are  subject  to  modification,  what  consequences 
might  ensue,  and  what  types  of  policy  questions  might  justifiably  be 
raised  with  respect  to  them. 

The  project  was  carried  out  under  the  direction  of  Harry  C.  Trelo- 
gan.  Director,  Marketing  Research  Division,  and  Louis  F.  Herrmann, 
Head,  Dairy  Section,  Marketing  Organization  and  Costs  Branch. 
Anthony  G.Mathis,  Robert  E.  Olson,  Margaret  Purcell,  Jack  E.  Klein 
and  Jean  Burnette,  all  of  the  Dairy  Section,  devoted  all  or  nearly  all 
of  their  time  to  the  study.  Others  in  the  Department  who  in  various 
ways  assisted  in  planning  and  conducting  the  study  included  P.  E. 
O'Donnell,  Dairy  Statistics  Branch,  AMS ;  Anthony  S.  Rojko,  Statis- 
tical and  Historical  Research  Branch,  AMS ;  Raymond  W.  Bell,  East- 
ern Utilization  Research  Branch,  ARS;  Julius  C.  Krause,  Office  of 
the  General  Counsel ;  Clem  C.  Linnenberg,  Jr.,  and  Hugh  S.  Norton, 
Transportation  and  Facilities  Branch,  Marketing  Research  Division, 
AMS ;  and  representatives  of  the  Dairy  Division,  AMS. 
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SUMMARY  AND  CONCLUSIONS 

The  study  on  which  this  report  is  based  has  two  principal  objectives : 
to  determine  whether  and  how  much  various  types  of  laws  and  regu- 
lations interfere  with,  burden,  or  obstruct  the  movement  of  milk ;  and 
whether  and  how  much  they  interfere  with  the  adoption  of  less  costly 
or  more  effective  marketing  methods.  Where  possible,  the  study  meas- 
ures the  effect  of  regulations  on  price,  production,  and  consumption. 

Regulations  of  one  type  or  another  accounted  for  most^  hut  not  all^ 
of  the  amount  hy  which  prices  to  milk  producers  were  above  a  Mid- 
western hase  price  plus  an  alloioance  for  transfer  costs  in  195S-54, 
If  these  regulations  were  modified  to  permit  the  free  movement  of 
milk^  prices  to  ah  out  one- fourth  of  the  producers  of  fluid  milk  in  the 
United  States  would  prohahly  decline  an  average  of  ahout  J^S  cents 
per  hundred  pounds.  In  some  markets  the  declines  would  range  up 
to  75  cents  to  one  dollar  per  hundred  pounds. 

However,  these  declines  would  be  offset  to  some  extent  by  an  ex- 
pected increase  of  about  a  quarter  billion  pounds  in  consumption  of 
fluid  milk.  The  increase  in  the  total  long  distance  movement  of  milk 
would  be  relatively  small,  partially  because  price  incentives  would  be 
lessened  as  regulations  were  modified. 

Sanitary  regulations  hinder  or  prevent  the  movement  of  milk  into 
a  suhstantial  numher  of  cities.  Some  markets  prohibit  outright  the 
entry  of  milk  from  beyond  specified  limits.  Others  burden  such  entry 
by  insisting  on  their  own  inspection  and  then  delay  or  refuse  to  inspect, 
or  levy  discriminatory  fees.  Still  other  markets  differentiate  their 
regulations  from  those  of  surrounding  areas  without  apparent 
necessity. 

Sanitary  regulations  da  not  unduly  burden  the  movement  of  milk 
where  consistent  with  requirements  most  widely  regarded  as  essential. 
Neither  do  they  have  this  effect  in  areas  where  authorities  inspect 
milk  promptly  whenever  and  wherever  requested  or  accept  milk  pro- 
duced and  processed  under  effective  supervision  of  other  areas  that 
have  about  the  same  regulations.  In  a  majority  of  cities  sanitary 
regulations  either  were  not  considered  unduly  restrictive,  or  did  not 
result  in  prices  out  of  line  with  those  at  potential  sources  of  milk. 

State  tnilk  controls  over  the  prices  to  producers  u^e  a  variety  of 
restrictive  measures  and  policies.,  mainly  to  offset  their  inahility  to 
control  prices  paid  for  milk  purchased  in  another  State.  The  State 
control  act  or  the  orders  issued  under  it  may  establish  the  limitation, 
or  the  administration  of  sanitary  or  other  laws  of  the  State  may  be 
coordinated  with  the  price  control  program.  In  part,  the  difficulties 
with  out-of-State  milk  are  a  result  of  efforts  to  maintain  State  prices 
above  a  level  at  which  milk  from  out-of-State  sources,  priced  on  a 
classified  price  basis,  would  be  available.  But  if  out-of-State  milk  is 
unregulated,  it  may  be  available  at  manufacturing  milk  prices,  or  at 
"blend"  prices.     In  such  cases,  a  State  would  have  difficulty  in  main- 
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taining  its  own  prices  even  if  they  were  in  line  with  prices  of  milk 
available  from  outside  sources  under  comparable  classified  price  plans. 

State  milk  controls  over  resale  prices  tend  to  limit  the  opportunities 
for  introducing  innovations  in  marketing  methods  and  practices^  or 
for  using  aggressive  methods  for  promoting  sales.  The  prices  that 
are  set,  and  the  differentials  for  type  of  product,  container,  or  service 
give  the  control  agency  power  to  favor  or  discourage  one  method  or 
another.  The  regulations  of  trade  practices,  needed  to  make  the 
price  regulation  effective,  also  tend  to  curb  merchandising  efforts. 

Federal  milk  marketing  orders.,  issued  hy  the  Secretary  of  Agricul- 
ture upon  approval  hy  producers  of  milk  for  the  market  which  is  to  he 
regulated  and  after  a  hearing  is  held,  establish  minirmmh  prices  which 
dealers  in  specified  marketing  area^s  must  pay  to  producers  u/nder  classi- 
fied pnce  plans.  They  contain  same  provisions  which  may  he  so  writ- 
ten as  to  he  unduly  restrictive.  Among  the  latter  are  terms  establish- 
ing the  basis  on  which  plants  may  participate  in  market-wide  pools ; 
fixing  the  rate  of  compensatory  payment  on  unpooled  milk ;  and  fixing 
the  differential  in  price  for  plants  at  a  distance  from  market. 

The  general  policy  has  been  for  the  Federal  orders  to  avoid  require- 
ments which  might  unduly  impede  the  movement  of  milk ;  "new  pro- 
ducer" provisions  authorized  by  the  Marketing  Agreements  Act  have 
been  omitted ;  base  and  surplus  price  provisions  avoid  restrictive  rules ; 
and  it  has  not  been  required  that  all  milk  sold  in  the  marketing  areas 
be  subject  to  all  the  provisions  of  the  marketing  order. 

Market-wide  pools  require  some  protection  against  the  entry  of 
plants  which  are  more  interested  in  receiving  equalization  payments 
than  in  supplying  the  market  with  Class  I  milk.  This  is  obtained  by 
establishing  performance  requirements  for  pool  plants,  and  requiring 
a  compensatory  payment  into  the  pool  for  unpooled  milk  which  enters 
the  market.  The  amount  of  payment  may  be  kept  to  a  minimum  by 
computing  it  on  some  basis  other  than  manufacturing  milk  values  in 
some  circumstances,  by  not  requiring  the  payment  to  be  made  when 
the  quantity  of  pool  milk  is  low  relative  to  Class  I  sales,  and  by  allow- 
ing for  transportation  from  the  plant  at  which  the  milk  is  first  re- 
ceived from  producers. 

Differences  hetween  States  in  highioay  load  limits  for  trucks  and 
lack  of  um^iversal  reciprocity  for  licenses  add  to  trucking  costs.  These 
were  not  cited  by  dairy  company  officials  as  material  factors  affecting 
the  movement  of  milk.  However,  most  long  distance  movement  of 
milk  is  by  truck.  The  delivered  price  of  milk  shipped  from  Wisconsin 
to  New  York  consists  of  about  35  percent  for  transportation  and  65 
percent  value  of  milk.  A  10-percent  reduction  in  transportation  costs 
would  be  equivalent  to  nearly  one-half  cent  a  quart  at  such  distances. 

There  are  indications  of  a  trend  toioard  less  restrictiveness  in  sani- 
tary regulations^  though  many  of  the  motives  for  making  them  restric- 
tive are  still  at  loork.  Reports  of  restrictions  repealed  or  successfully 
challenged  in  court  outnumbered  those  upheld  or  newly  enacted  about 
2  to  1  in  1946-54.  The  expansion  of  distribution  areas  has  brought 
about  a  reduction  in  the  number  of  obstacles,  but  intermarket  move- 
ment of  bulk  milk  still  tends  to  be  more  or  less  free  as  local  supplies 
are  short  or  plentiful.  Work  of  the  National  Conference  on  Interstate 
Milk  Shipments,  and  rising  professional  qualifications  of  milk  sani- 
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tarians  are  tending  to  correct  some  of  the  conditions  that  restrict  the 
movement  of  milk. 

In  this  study,  the  regulations  affecting  the  movement  of  milk  were 
evaluated  in  terms  of  their  estimated  effects  on  prices.  The  basis  for 
price  analysis  was  the  assumption  that,  if  milk  could  be  moved  freely, 
prices  could  not  differ  among  markets  by  much  more  than  the  cost  of 
transportation.  The  effect  which  restraints  on  merchandising  have 
on  prices  and  consumption  could  not  be  estimated  quantitatively,  owing 
to  lack  of  suitable  quantitative  data  on  nearly  all  the  relationships 
concerned.  One  can  only  arrive  at  general  conclusions  as  to  whether 
a  given  regulation  curbs  some  merchandising  practice. 

The  effects  of  regulations  on  prices  were  estimated  by  first  calcu- 
lating the  relationship  between  dealers'  buying  prices  for  milk  for 
fluid  use  and  distance  from  areas  in  which  prices  were  low.  Prices 
in  143  cities  east  of  the  Kockies  during  July  1953-June  1954  were 
related  to  distance  from  Wisconsin  (Eau  Claire)  and  found  to  in- 
crease 1.92  cents  per  hundred  pounds  for  each  10  miles  of  distance. 
This  is  comparable  to  rates  quoted  by  four  large  milk  hauling  firms, 
which  ranged  from  1.75  to  2.0  cents  per  hundred  pounds  per  10  miles. 

The  next  step  was  to  visit  a  number  of  cities  whose  prices  to  pro- 
ducers were  substantially  above  the  average  relationship  to  learn  the 
extent  to  which  the  difference  was  explained  by  the  existence  of  local 
regulations  of  one  type  or  another.  One  or  more  of  several  conditions 
were  found  in  each  of  these  markets :  sanitary  standards  which  were 
expensive  to  meet ;  lack  of  reciprocity  of  sanitary  inspections ;  prices 
fixed  by  a  control  agency  on  the  basis  of  criteria  other  than  the  poten- 
tial availability  of  supplies;  or  restrictive  licensing  policies  or  fees. 

On  the  other  hand,  in  some  of  these  markets  part  of  the  difference 
in  price  was  explained  by  conditions  unlikely  to  be  affected  by  any 
change  in  regulations,  including :  Eelative  isolation  and  unfavorable 
production  conditions  in  the  supply  area;  relatively  small  size  of 
market ;  differences  in  the  services  performed  by  producers'  coopera- 
tives ;  and  features  of  the  competition  in  the  market. 

Considering  all  these  factors,  an  estimate  was  made  for  each  city  of 
the  price  change  which  would  follow  modification  of  the  regulations. 
The  estimated  changes  were  generalized  to  areas  of  one  or  more  States 
and  to  the  United  States  using  data  on  nonfarm  population  and  esti- 
mates of  per  capita  rates  of  consumption. 
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REGULATIONS  AFFECTING  THE  MOVE- 
MENT AND  MERCHANDISING  OF  MILK 

INTRODUCTION 

Lack  of  balance  between  the  supplies  of  milk  and  dairy  products 
and  the  quantities  which  consumers  were  willing  to  buy  at  support 
prices  has  been  a  cause  of  serious  concern  in  recent  years.  Many 
agencies  have  worked  at  its  solution  by  finding  ways  of  reducing  mar- 
keting costs  so  that  milk  and  dairy  products  could  be  offered  to  con- 
sumers at  the  lowest  price  consistent  with  satisfactory  prices  to  farm- 
ers, by  improving  the  products  and  related  services  so  they  would 
better  meet  consumers'  wants,  and  by  promotional  activities  to  per- 
suade consumers  of  the  advantages  of  using  these  products. 

Local,  State,  and  Federal  governments  have  shared  in  the  concern 
over  the  dairy  surpluses,  and  have  supported  the  search  for  solutions. 
But  there  has  been  considerable  concern  that  while  governmental  re- 
search and  educational  programs  were  trying  to  find  ways  of  reducing 
marketing  costs  and  of  stimulating  demand,  other  governmental 
activities,  principally  sanitary  and  economic  regulations,  may  be 
having  contrary  effects. 

PURPOSE  AND  SCOPE  OF  STUDY 

The  purpose  of  the  study  on  w^hich  this  report  is  based  was  to 
determine  whether,  and  to  what  exent,  various  types  of  laws  and 
regulations  interfere  with,  burden,  or  obstruct  the  movement  of  milk 
or  the  trial  and  adoption  of  less  costly  or  more  effective  marketing 
methods. 

Measuring  Restrictive  Effects 

The  extent  of  the  interference  is  crucial  in  evaluating  whether  a 
given  regulation  is  unduly  lestrictive.  Taylor,  Burtis,  and  Waugh 
said  that  the  restriction  lay  in  making  it  "'unnecessarily  difficult  for 
distant  farmers  or  dealers  to  get  their  products  on  the  local  market." 
{56^  p.  2)  ^  Truitt  et  al.  indicated  that  the  problem  arises  from  laws 
that  ^^substanUally  hinder  *  *  *  commerce  *  *  *  without  *  *  *  pre- 
ponderant benefits  {60^  Forward) ;  and  DeLoach  stressed  unreason- 
able discrimination  {26).  All  these  definitions  imply  that  difficulty 
for,  hindrance  to,  or  discrimination  against,  sales  by  distant  farmers 
is  not  by  itself  cause  for  public  concern.  A  regulation  is  to  be  ques- 
tioned only  if  its  restrictive  effect  is  disproportionate  to  the  essential 
benefit,  or  if  other  available  measures  would  be  less  restrictive.  Kegu- 
lations  which  unduly  restrict  the  marketing  of  milk  tend  to  raise  the 

^  Italic  figures  in  parenthesis  refer  to  items  in  Literature  Cited. 
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price  of  milk  in  the  protected  market.  It  is  possible  therefore  for 
certain  regulations  to  raise  prices  beyond  the  level  which  the  public 
interest  requires.  This  would  tend  to  encourage  excessive  production, 
discourage  consumption,  and  add  to  the  surplus. 

Measuring  the  effect  of  regulations  on  price,  production,  and  con- 
sumption is  fraught  with  great  difficulty.  A  research  project  of 
modest  size  could  not  be  expected  to  consider  all  the  factors  in  milk 
pricing  as  carefully  and  minutely  as  is  possible  under  the  adminis- 
trative machinery  of  hearings  and  analysis  that  may  enter  into  the 
fixing  of  minimum  prices  under  Federal  and  State  milk  control  pro- 
grams. Consequently,  for  tlds  project  a  broader  approach  was  neces- 
sary. The  procedure  here  Avas  to  apply  as  criteria  certain  conditions 
and  estimates  of  prices  which  might  be  expected  to  exist  in  markets 
subject  to  a  minimum  of  regulation,  and  to  evaluate  existing  condi- 
tions by  such  a  standard.  This  procedure  gives  only  an  approximation 
of  the  prices  that  might  exist  in  the  absence  of  undue  restriction.  But 
it  affords  an  opportunity  to  discuss  the  more  important  respects  in 
which  reality  may  differ  from  some  concept  of  perfection.  The  basis 
on  which  the  price  estimates  are  made  are  described,  and  the  report 
affords  an  opportunity  for  appraisal  of  specific  aspects  of  the  pro- 
cedure followed. 

Restrictive  Eflfects  of  Regulations  Compared  With  Constructive  Objectives 

Any  comprehensive  evaluation  of  milk  regulations  must  go  beyond 
their  restrictive  effects.  The  importance  of  their  more  constructive 
purposes,  and  the  effectiveness  of  alternative  methods  for  doing  the 
job  must  also  be  considered.  Where,  in  the  range  of  300,000  to  25,000 
bacteria  per  milliliter  of  raw^  milk  for  pasteurization,  does  a  standard 
become  unreasonable  ?  This  depends  on  the  public  health  significance 
of  the  standard  as  well  as  on  its  effect  in  curtailing  the  movement  of 
milk.  Fixing  resale  prices  for  milk  is  alleged  by  some  to  be  necessary 
if  prices  to  producers  are  to  be  fixed  successfully.  Does  it  result  in 
such  restraints  on  marketing  innovations  as  to  cause  greater  public 
detriment  than  gain?  One  effect  of  compensatory  payments  is  to 
make  it  possible  for  part  of  a  plant's  milk  to  remain  free  of  Federal 
order  regulation  even  though  some  sales  are  made  in  a  regulated  area. 
Are  such  payments  so  objectionable  that  the  only  acceptable  choice  lies 
between  complete  regulation  of  prices  and  complete  elimination  of  the 
regulation  ? 

Products  and  Regulations  Included 

The  study  concerns  primarily  the  marketing  of  milk  for  use  as 
fresh  whole  milk.  Brief  attention  is  given  to  other  products,  particu- 
larly cream  and  products  closely  competitive  with  fluid  milk. 

The  kinds  of  regulations  covered  include  sanitary  regulations; 
standards  of  composition,  identity  and  measure;  price  controls;  and 
transportation  regulations.  These  are  types  of  regulations  which  are 
most  commonly  considered  to  burden  or  obstruct  the  entry  of  milk 
into  any  market,  or  which  may  discourage  or  prevent  the  adoption  of 
less  costly  or  more  effective  marketing  methods.  Regulations  which 
establish  prices,  and  the  policies  governing  the  levels  of  prices  estab- 
lished, were  of  concern  in  this  study,  but  in  a  special  sense.    If  a  price 


regulation  offered  an  incentive  for  milk  to  move  among  markets,  the 
incidental  provisions  of  the  regulation  which  might  impede  the  move- 
ment were  of  concern.  If  the  price  was  too  low  to  attract  milk  from 
other  sources,  no  further  consideration  was  given  to  the  policy  by 
which  the  price  was  established,  even  though  there  might  be  other 
criteria  by  which  the  price  might  be  judged  to  be  too  high. 

METHODS  OF  STUDY 

The  research  methods  used  in  the  study  were  chosen  to  provide  as 
much  dependable  information  as  possible  within  the  time  and  facili- 
ties available.  Secondary  sources  of  information  were  supplemented 
by  a  limited  program  of  mail  and  personal  interviews. 

Available  published  reports  and  data  on  the  problem  were  read 
and  summarized.  Some  recent  research  was  relied  on  heavily  for 
descriptions  of  existing  legislation. 

Health  officers  were  surveyed  by  mail  for  information  about  certain 
types  of  restrictive  regulations,  and  about  policies  of  reciprocity. 

Personal  visits  were  made  to  about  40  cities,  where  milk  dealers, 
plant  operators,  officials  of  producers'  associations,  milk  control  offi- 
cials and  health  officials  were  interviewed — a  total  of  about  120  per- 
sonal interviews.  The  visits  were  made  largely  during  December 
1954  and  January  1955. 

Prices  in  about  160  cities  were  studied  to  obtain  leads  as  to  where 
unusually  restrictive  regulations  were  most  likely  to  be  found.  A  score 
or  more  of  these  cities  had  prices  which  seemed  attractive  for  long- 
distance shipments  of  milk.  The  14  largest  cities  of  this  latter  group 
were  visited  and  inquiries  made  to  learn  the  extent  to  which  regula- 
tions appeared  to  account  for,  or  to  protect,  the  existing  price  differ- 
ential. 

A  number  of  plants  known  to  have  been  important  sources  of  emer- 
gency milk  supplies  were  visited  for  additional  information  as  to 
restrictive  regulations  which  they  encountered. 

Finally,  milk  dealers  were  asked  about  any  regulations  which  lim- 
ited their  areas  of  distribution,  or  their  choices  of  processing,  pricing, 
and  distribution  methods. 

Regulations  may  not  account  for  all  of  a  difference  between  an 
actual  price  and  an  assumed  free  market  price.  Policies  or  practices 
of  producer  groups,  dealers,  or  labor  organizations  may  be  factors 
also.  Such  aspects  of  milk  marketing  have  been  the  target  of  numer- 
ous investigations  by  the  Congress,  the  Federal  Trade  Commission, 
and  the  Department  of  Justice.  They  were  excluded  from  this  study 
as  specific  objectives,  but  it  must  be  recognized  that  where  such  forces 
are  present  removing  restrictive  regulations  might  weaken  but  would 
not  eliminate  them. 

WHEN  DO  REGULATIONS  BECOME  BARRIERS? 

Regulations,  sanitary,  economic  or  other,  which  unduly  restrict  the 
marketing  of  milk  are  frequently  called  trade  barriers.  As  indicated 
above  (p.  1),  it  is  usually  recognized  that  any  law  or  regulation  estab- 
lishes a  limit  or  boundary  between  legal  and  illegal  transactions  and, 
in  this  sense,  is  a  "barrier"  to  illegal  transactions.    However,  the  term 


"trade  barrier"  usually  implies  discrimination  among  individuals  or 
firms  according  to  their  location  or  vested  interest. 

To  set  up  two  categories  of  regulations,  those  regulations  which 
are  "trade  barriers"  and  those  which  are  not,  is  to  oversimplify  the 
situation.  The  problem  is  a  matter  of  degree.  Every  regulation  has 
to  be  considered  from  the  standpoint  of  its  benefits — such  as  protec- 
tion against  adulteration  and  fraud,  dishonest  business  practices,  the 
spread  of  disease,  or  protection  of  the  income  of  dairy  farmers — as  well 
as  from  the  standpoint  of  its  constricting  effects  on  trade. 

Taylor,  Burtis,  and  Waugh  point  out  that  "free  trade"  should  not 
be  confused  with  "unregulated  trade."  They  used  "free  trade"  to 
"mean  a  situation  in  which  (1)  each  State  and  each  market  in  each 
State  admits  any  healthful  and  honestly  described  products  from  any 
part  of  the  country  without  any  kind  of  discrimination  on  account  of 
the  location  of  the  producer  or  dealer,  and  (2)  ...  laws  and  regula- 
tions that  are  as  simple  as  possible  and  as  uniform  as  possible  in  order 
that  a  shipment  that  is  acceptable  in  one  market  will  also  be  acceptable 
in  any  other  market  in  the  country"  (5^,  p.  2) . 

Probably  most  regulations  for  milk  are  intended  for  purposes  which 
few  would  question.  On  the  other  hand,  it  is  apparent  that  some  are 
intended  to  raise  barriers  against  distant  competitors.  These  are  the 
ones  which  deserve  the  stigma  of  "trade  barrier." 

However,  a  distinction  based  on  intent  is  most  difficult  to  apply, 
and  this  is  hardly  a  feasible  guide  to  needed  improvements.  The  issue 
is  not  whether  a  regulation  is  or  is  not  a  trade  barrier,  but  whether 
it  has  detrimental  effects  in  the  form  of  higher  prices,  reduced  con- 
sumption, and  economic  stagnation  which  outweigh  such  benefits  as 
higher  incomes  to  farmers  and  market  stability.  Due  consideration 
must  be  given  to  the  interests  of  the  general  public  and  of  different 
industry  groups. 

Whether  a  regulation  is  or  is  not  unduly  restrictive  may  depend 
partly  on  the  circumstances  in  which  it  is  applied,  and  partly  on  the 
policies  of  those  administering  it.  Thus,  a  city's  refusal  to  inspect 
milk  produced  outside  the  State  may  be  of  no  practical  consequence 
when  supplies  within  the  State  greatly  exceed  requirements,  par- 
ticularly if  prices  are  allowed  to  reflect  the  situation.  The  same  regu- 
lation might  be  highly  restrictive  in  circumstances  where  prices  and 
pricing  arrangements  were  established  without  regard  to  supply  re- 
sponses. Under  most  health  ordinances,  the  health  officer  has  discre- 
tion as  to  the  frequency  of  farm  inspections.  With  a  fixed  budget  for 
inspection  work,  he  may  refuse  to  inspect  additional  producers  in 
order  to  maintain  the  desired  frequency  of  inspection,  or  he  may  reduce 
the  frequency  of  inspection  in  order  to  inspect  all  applicants.  Thus, 
administrative  policy,  rather  than  law  or  regulation,  may  determine 
whether  entry  into  the  market  is  restricted. 

PREVIOUS  CONCERN  OVER  REGULATIONS 

Concern  over  regulations  affecting  the  movement  and  merchandising 
of  milk  is  not  new.  Similar  concern  existed  during  the  1930's  and 
numerous  studies  of  the  subject  were  made  by  various  agencies.  These 
earlier  studies  form  an  important  background  for  the  present  work, 
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because  of  both  similarities  and  ^differences  between  conditions  today 
and  those  of  the  prewar  years. 

Sanitary  regulations  were  among  the  topics  dealt  with  in  the  1930's 
by  the  Federal  Trade  Commission  in  a  series  of  inquiries  into  the 
sale  and  distribution  of  milk  (W,  71,  72,  73,  7Jf,).^  One  of  the  Com- 
mission's reports  concluded  that  "Uniform  inspection  requirements  of 
a  reasonable  nature  with  respect  to  milk  flowing  in  either  intrastate 
or  interstate  commerce,  would  react  to  the  benefit  of  the  dairy  industry, 
reduce  costs,  and  should  reflect  savings  to  the  consumer"  {73).  The 
Summary  report  of  the  series  noted  that  local  authorities  had  en- 
deavored to  see  that  the  consuming  public  was  supplied  with  whole- 
some milk  produced,  handled,  and  delivered  under  sanitary  conditions, 
but  also  that  milk  regulations  and  inspection  rules  had  been  used  to 
influence  prices  paid  to  producers  for  milk  (7^). 

The  New  England  Research  Council  undertook  a  study  of  milk 
inspection  in  New  England  in  the  mid-1930's.  It  published  reports 
summarizing  the  provisions  of  the  laws  and  regulations  in  effect  in 
the  region,  the  costs  of  the  service,  and  other  factual  material  {H,  21, 
22,  !{£).  The  first  report  in  the  series  stated  that  the  final  use  of  the 
information  would  be  "to  determine,  if  possible,  the  influence  of  in- 
spection upon  the  flow  of  milk  from  producer  to  consumer."  That 
report  was  "limited  to  an  appraisal  of  the  quantity  and  quality  of 
milk  inspection  in  New  England.  *  *  *"  The  final  report  intention- 
ally avoided  judging  the  effect  of  the  measures  on  the  quality  of  milk, 
and  also  avoided  consideration  of  local  interpretation  and  enforcement 
as  they  might  modify  the  significance  of  the  laws  and  regulations.  The 
goal  mentioned  in  the  first  report  appears  to  have  been  considered 
impossible  to  achieve.  This  might  serve  as  a  warning  of  the  difficul- 
ties, since  the  Experiment  Stations  of  New  England  have  done  much 
outstanding  dairy  marketing  research. 

The  Temporary  National  Economic  Committee  on  Investigation  of 
Concentration  of  Economic  Power  (TNEC)  conducted  extensive 
hearings  on  the  dairy  industry  in  1939  and  1940  {63,  6It) .  Some  wit- 
nesses testified  that  restrictive  regulations  of  municipalities,  counties, 
and  States,  and  provisions  of  orders  under  the  Marketing  Agree- 
ments Act  of  1937  placed  hurdles  before  potential  supplies. 

Milk  and  dairy  products  were  not  alone  among  agricultural  prod- 
ucts whose  movement  was  subject  to  restrictive  regulations  prior  to 
World  War  II.  Nor  were  sanitary  regulations  the  only  class  of  regu- 
lations accused  of  being  unduly  restrictive.  Taylor,  Burtis,  and 
Waugh  reported  a  study  by  the  U.  S.  Department  of  Agriculture  on 
barriers  to  internal  trade  in  margarine  and  alcoholic  beverages,  spe- 
cifically, and  on  measures  applying  to  a  wide  range  of  agricultural 
products,  including  dairy  products  {66) . 

The  Work  Projects  Administration  carried  out  a  survey  of  State 
laws  directly  affecting  the  marketing  of  goods  from  the  point  of  pro- 
duction to  the  point  of  consumption.  One  volume  of  the  report  was 
devoted  to  milk  and  dairy  legislation  {44-)  -  The  types  of  regulation 
summarized  by  this  report  included:  State  milk  control  (of  prices 
and  related  aspects  of  milk  marketing)  ;  licensing  of  producers,  milk 
plants,  etc. ;  standards  of  identity  and  composition ;  sanitation  provi- 
sions ;  containers ;  method  of  testing  for  butterf at  content ;  grades  for 
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milk  and  cream;  and  statutory  provisions  respecting  manufactured 
dairy  products  and  imitations  of  dairy  products. 

State  laws  designed  to  effect  economic  control  of  the  market  milk 
industry  were  analyzed  by  Rada  and  DeLoach  during  this  period  (52) . 
The  authors  were  of  the  opinion  that  prior  to  1929,  State  milk  laws 
were  primarily  to  prevent  unwholesome  milk  from  entering  consump- 
tion channels.  Much  of  the  subsequent  legislation,  they  said,  was  pri- 
marily to  better  or  to  maintain  the  economic  status  of  a  particular 
group  in  the  milk  industry.  Numerous  examples  of  ways  in  which 
States  and  municipalities  apparently  were  able  to  use  health  measures 
to  discriminate  against  certain  groups  are  cited  in  the  report.  The 
authors  concluded  that  "*  *  *  whether  regulations  are  primarily 
social  or  economic,  legal  controls  are  usually  justified  on  the  premise 
that  milk  is  a  necessity." 

A  1943  report  on  Trade  Barriers  in  the  Food  Industry  concluded 
that  four  types  of  regulations  were  substantially  hindering  the  pro- 
duction and  distribution  of  milk  and  cream  at  the  time  (W).  These 
were  license  requirements,  construction  standards.  Grade  A  standards, 
and  local  jurisdiction.  This  report  drew  heavily  on  previous  studies 
for  supporting  data. 

Many  other  reports  from  the  period  1934-41  might  be  cited  to  show 
the  widespread  concern  over  the  problem :  {8,9,  23,  29,  31,  33,  Jt2,  Jf^, 
46,47,52,54,76,80). 

RECENT  RESEARCH  ON  MILK  REGULATIONS 

Since  World  War  II  a  number  of  studies  have  resulted  in  reports 
of  great  significance  for  the  subject  of  this  study.  Availability  of 
these  reports  was  taken  into  consideration  in  planning  the  present 
study.  They  are  referred  to  frequently,  and  should  be  consulted  for 
facts  about,  and  analysis  of,  many  aspects  of  the  sanitary  and  economic 
regulation  of  milk. 

Dahlberg  and  Adams  tabulated  some  details  of  the  laws  and  ordi- 
nances of  the  48  States,  and  of  84  of  the  92  cities  with  populations  of 
100,000  or  more  in  1940  {24) .  The  principal  tables  in  the  report  give 
37  columns  of  information  concerning  sanitation  and  quality  stand- 
ards on  the  farm,  10  columns  concerning  milk  pasteurization  plants, 
and  18  columns  concerning  sanitary  standards  for  ice  cream.  The  re- 
port thus  presents,  on  a  nationwide  basis  an  indication  of  the  diversity 
of  sanitary  standards  existing  in  1949. 

Dahlberg,  Adams  and  Held  subseq^uently  reported  an  investigation 
of  sanitary  milk  control  and  its  relation  to  the  sanitary,  nutritive  and 
other  qualities  of  milk  {25).  The  work  consisted  of  field  and  labora- 
tory studies  to  obtain  information  on  the  city  ordinances  and  their 
enforcement;  on  the  general  compliance  of  milk  producers  and  dis- 
tributors with  the  regulations ;  on  various  sanitary  practices  and  con- 
ditions ;  on  the  sanitary  quality  of  fresh  raw  milk  intended  for  pas- 
teurization; and  on  the  sanitary  quality,  nutritive  value  and  other 
significant  characteristics  of  the  pasteurized  milk.  Eight  cities  were 
selected,  well  scattered  over  the  United  States,  to  give  representation 
typical  of  most  of  the  major  geographic  areas.  One  city  was  studied 
in  winter  and  summer  to  show  the  effect  of  climatic  conditions.  The 
authors  described  the  7  factors  which  they  consider  to  be  basic  for 


insuring  a  wholesome  milk  supply  and  concluded  that  there  is  need 
for  only  a  limited  number  of  regulations  to  achieve  the  basic  require- 
ments. 

Hillman,  Kowell,  and  Israelson  reported  on  barriers  to  the  inter- 
state movement  of  milk  and  dairy  products  in  the  eleven  Western 
States  {35).  Of  all  the  reports  available,  this  one  provides  the  most 
comprehensive  presentation  of  regulatory  restrictions.  It  deals  with 
all  categories  of  restrictive  regulations,  and  for  most  categories  it 
provides  both  tabular  information  and  analytical  discussion.  State 
milk  control,  however,  was  treated  only  briefly,  and  without  descrip- 
tion or  analysis.  The  report  concludes  with  a  discussion  of  possible 
methods  to  be  used  in  removing  those  interstate  trade  barriers  which 
were  found  to  be  present. 

The  United  States  Department  of  Agriculture  through  contract 
with  the  Doane  Agricultural  Service  conducted  a  3-year  study  of  9 
farms  in  the  St.  Louis  milkshed  to  find  ways  of  achieving  effective 
milk  sanitation  with  minimum  expense  (30).  It  was  found  that  with 
good  practices,  milk  of  high  quality  can  be  produced  with  a  relatively 
low  investment  in  buildings,  and  with  half  or  less  labor  than  is  com- 
monly used  on  farms.  It  was  clearly  indicated  that  sanitation  practices 
predominate  over  features  of  structures  or  of  regulations  that  pre- 
scribe specific  details  of  buildings  and  equipment  as  factors  influencing 
the  quality  of  milk. 

Federal  milk  orders  have  been  studied  from  the  standpoint  of 
alleged  discrimination  between  "pool"  and  "nonpool"  plants  and  pro- 
ducers. A  committee  of  college  and  dairy  industry  representatives — 
producers  and  distributors — reported  its  findings  in  the  fall  of  1954 
{28).  The  committee  concluded  with  respect  to  prices  that  the  orders 
had  maintained  an  adequate  supply  of  milk  and  that  this  was  the 
primary  purpose  of  the  orders.  It  was  further  concluded  that  Federal 
orders  had  not  increased  production  more  than  had  occurred  in  other 
parts  of  the  country.  With  respect  to  the  movement  of  milk  and  milk 
products  into  markets,  the  committee  was  divided,  10  in  favor  and  3 
against,  as  to  the  necessity  for  compensatory  payments  and  assignment 
of  classification  provisions.  It  was  agreed  that  such  provisions  might 
be  so  used  to  limit  the  supply  of  milk  fully  priced  and  pooled  in  a 
market  that  the  volume  of  such  milk  would  not  serve  as  a  reliable 
indicator  for  sound  pricing.  But  no  evidence  Avas  developed  to  in- 
dicate that  such  provisions  had  been  abused.  The  committee  also 
considered  and  gave  general  approval  to  procedures  and  services  used 
in  administering  the  program,  although  it  recommended  a  few  specific 
changes. 

State  milk  control  was  tlie  subject  of  a  series  of  studies  by  Agri- 
cultural Experiment  Stations  of  the  Northeast  in  recent  years.  The 
results  have  been  summarized  by  Spencer  and  Christiansen  {55). 
These  reports  were  intended  as  a  general  review  and  appraisal  of  State 
milk  control.  Eestrictive  features  of  such  programs  are  discussed  in 
the  whole  context  of  milk  marketing  problems  and  the  devices  used 
by  the  States  in  solving  them. 

Barriers  to  increased  consumption  of  milk  in  a  broad  sense  were 
discussed  in  a  recent  report  by  the  National  Grange  {58).    The  Grange 
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cited  eight  barriers :  weak  merchandising,  complacency  and  resistance 
to  change,  lack  of  industrywide  coordination,  labor  practices,  misused 
sanitary  regulations,  wholesale  and  retail  milk  price  control,  confusion 
and  conflict  under  various  I'ederal  laws,  and  Americans'  calorie  con- 
sciousness. The  solution,  it  is  suggested,  is  through  research,  educa- 
tion and  vigorous  leadership.  Progress  will  not  be  quick,  easy  or 
unattended  by  controversy,  but  the  future  prosperity  of  the  dairy 
industry,  it  is  asserted,  is  at  stake. 

RECENT  DEVELOPMENTS  IN  MILK  MARKETING 

Since  the  1930's,  a  number  of  developments  have  tended  to  create 
stresses  on  the  present  system  of  regulations  applying  to  milk.  During 
and  following  World  War  IT  milk  was  moved  great  distances  routinely 
as  "emergency"  supplies.  Following  the  war,  many  milk  plants  ex- 
panded their  distribution  areas,  regularly  sending  bottled  milk  to 
places  far  beyond  the  limits  of  the  towns  in  which  the  plants  were 
located.  Other  innovations  in  pricing  and  marketing  methods  and 
practices  established  themselves  firmly  in  many  areas. 

Widening  Radius  of  Movement 

The  magnitude  of  long-distance  movements  of  bulk  milk,  and  some 
indication  of  trends,  is  shown  by  data  from  a  variety  of  sources.  These 
data  are  for  only  a  part  of  the  movements  that  are  known  to  have 
taken  place,  but  they  indicate  that  long-distance  movements  of  milk 
are  feasible  when  price  and  supply  conditions  are  favorable.  Receipts 
at  Boston,  New  York,  and  Philadelphia  (the  only  available  data 
covering  a  long  period)  indicate  the  general  adequacy  of  sources  within 
the  region  during  most  of  the  past  25  to  28  years  (table  1 ) .  Shipments 
from  Midwestern  points  were  more  to  the  South  than  to  the  East 
following  World  War  II.  An  indication  of  the  year-to-year  changes 
in  such  shipments  is  obtained  from  records  of  several  plants  at  which 
shipments  originated  (table  2).  More  comprehensive  data  for  ship- 
ments in  1953  and  1954  have  been  compiled  by  the  Administrator  of 
Federal  Order  No.  41,  regulating  the  Chicago  market.  These  illustrate 
the  wide  seasonal  variation  in  the  quantities  shipped  (table  3),  and 
the  States  of  destination  of  interregional  shipments  in  recent  years 
(table  4). 

Because  of  the  increasing  feasibility  of  drawing  milk  supplies  from 
distant  sources,  sanitary  and  other  types  of  regulation  must  give 
greater  consideration  to  such  movements  than  formerly.  Washing- 
ton, D.  C,  for  example,  was  confronted  with  a  shortage  of  local  sup- 
plies during  and  shortly  after  World  War  II.  The  Health  Officer  was 
forced  to  authorize  the  admission  of  emergency  supplies  of  milk 
though  the  Corporation  Counsel  of  the  District  stated  subsequently 
that  his  action  in  doing  so  was  of  doubtful  legality  under  the  health 
law.     (^5,  p.  1593). 

More  challenges  to  restrictive  local  regulations  have  resulted  from 
the  expansion  of  the  delivery  routes  for  bottled  or  paper-packaged 
milk  than  from  any  other  cause  in  recent  years.  In  1952,  13  States 
of  the  north-central  region  found  that  nearly  500  milk  distributors 
were  distributing  paper-packaged  milk  outside  the  cities  and  towns 
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-Annual  shipments  of  milk  from  selected  plants  in  Minnesota  and 

Wisconsin,  1945-54  ^ 


Year 

Six  plants- 
Shipments  s 

Four  plants- 
Shipments 

Year 

Six  plants- 
Shipments  2 

Four  plants- 
Shipments 

1945 

Pounds 
6, 405, 265 

13, 149,  688 
8,392,904 

23,  504, 449 

14,360,346 

Pounds 

1950 ._ 

1951 

Pounds 
10, 714, 849 

Pounds 

1946         

33,  269, 076 

1947              - 

1952 

27, 053, 106 

1948 

1953         

2, 099, 662 

1949          - 

1954 

13, 204,  364 

1  Excludes  shipments  to  Illinois,  Minnesota,  and  Wisconsin  destinations. 

2  Unpublished  data  obtained  in  1951  by  Lewis  P.  Jenkins,  Bureau  of  Agricultural  Economics,  U.  S. 
Department  of  Agriculture,  and  Hugh  L.  Cook,  Department  of  Agricultural  Economics,  University  of 
Wisconsin. 

Table  8. — Sales  of  milJ:  and  skim  milk  in  Class  I  by  Tiandlers  under  Federal 
Order  No.  41  {Chicago)  to  nonhandlers  outside  the  surplus  manufacturing 
area^  monthly,  1953-54 


Month 


January. 
February 

March 

April 

May 

June 

July 


1953 


Pounds 
962, 735 
264, 395 
45, 255 
302,  640 
275, 230 
198,  746 
185,428 


1954 


Pounds 
779, 815 
388,075 
943,  010 
872, 490 
174,  584 
449, 914 
1,  096,  781 


Month 


August 

September- 
October 

November- 
December.. 

Total 


1953 


Pou  nds 

294,  485 

3, 188, 667 

3, 760,  722 

1, 602,  750 

811,  840 


11, 892, 893 


1954 


Pounds 

2, 898, 761 

14, 917,  300 

11,  945, 004 

6,  590,  510 

3, 406, 154 


44,  462, 398 


1  The  surplus  manufacturing  area  as  defined  in,  and  for  the  purposes  of  Order  41  includes  mainly  Wisconsin, 
northern  Illinois,  northwestern  Indiana,  and  southwestern  Michigan. 

T.\BLE  4. — Sales  of  milk  and  skim  milk  in  Class  I  'by  handlers  under  Federal 
Order  No.  41  {Chicago)  to  nonhandlers  outside  the  surphis  manufacturing 
area,^  by  State,  1953-54 


state 

1953 

1954 

State 

1953 

1954 

South  Atlantic  region: 
North  Carolina.- 

Pounds 
403,202 

Pounds 
5, 209, 983 

East  south-central: 
Alabama  .. 

Pounds 
138,180 

1,168,310 
536, 320 
605, 910 

Pounds 
826,640 

1/  avifnoXr'V 

78*1  Tin 

Total 

2  462, 902 

2  5,  582,  777 

Mississippi 

1, 032,  372 

470, 195 

East  north-central: 

Ohio 

1,  802,  554 

71,  070 

3,  772,  555 

Total-.    -  - 

2, 448,  720 

3,114,317 

TnHlimft 

525, 620 
585.  421 
480,  720 

West  south-central: 
Arkansas 

Illinois 

Michigan 

420,  600 
1,685,080 

5, 618,  095 

3,318.510 
843, 155 

Total 

1,  591,  761 

5. 646, 179 

Oklahoma- 

92, 970 

5, 687,  749 

West  north-central: 

Iowa -  -.  --  .._ 

582, 460 

93,020 

4,  744, 157 

7,439,830 

1,661,660 

130,489 

Total..      

2, 198,  650 

15,  467,  509 

Kansas 

Minnesota    .     . 

32,690 
1, 437, 380 
3,  720,  790 

Total..      

11,892,893 

44,  462,  398 

Missouri 

Nebraska 

South  Dakota 

Total 

5, 190, 860 

14,  651,  616 

1  The  surplus  manufacturing  area  as  defined  in,  and  for  the  purposes  of.  Order  41  includes  mainly  Wis- 
consin, northern  Illinois,  northwestern  Indiana,  and  southwestern  Michigan. 

2  Includes  small  amounts  from  District  of  Columbia  and  Virginia. 
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in  which  they  were  located.  (SO)  Twenty-three  percent  of  these 
distributors  shipped  milk  100  miles  or  more.  In  10  States  of  the 
region,  there  are  1,705  places  which  had  populations  of  1,000  or  more 
in  1950.  Eighty-three  percent  of  these  places  were  being  served  with 
milk  packaged  in  another  town  in  1952  and  the  average  distance  of 
the  outside  plants  was  more  than  40  miles  (table  5).  The  widening 
of  distribution  areas  is  a  recent  development,  for  91  percent  of  the 
distributors  who  reported  stated  that  they  had  begun  outside  sales 
since  1945. 

Federal  order  data  provide  another  indication  of  the  extent  to 
Avhich  milk  is  being  marketed  over  long  distances  (table  6) .  In  June 
1954,  about  37  million  pounds,  and  in  September  1954,  about  55  million 
pounds  of  milk  were  sold  in  one  market  by  sellers  who  were  regulated 
by  another  order.  The  sales  in  June  consisted  of  about  7^/2  million 
pounds  of  packaged  or  bottled  milk,  5%  million  pounds  of  bulk  milk, 
and  24%  million  pounds  for  which  the  originating  market  was  not 
identified,  and  the  form  in  which  the  milk  was  moved  was  not  re- 
ported. In  September,  sales  of  packaged  milk  were  about  8  million 
pounds,  bulk  milk  increased  to  17^^  million  pounds.  The  remainder, 
moved  from  unidentified  origins  in  unidentified  forms,  was  29% 
million  pounds. 

The  distances  were  substantial — for  two-thirds  of  the  packaged 
milk  the  markets  were  more  than  100  miles  apart,  and  for  one-fourth 
of  the  bulk  milk  in  September  the  markets  were  more  than  500  miles 
apart. 

EVOLUTION  IN  MERCHANDISING 

Standard  milk  in  quart  glass  bottles  delivered  daily  to  homes  once 
comprised  the  largest  part  of  the  milk  dealer's  business.  In  the  1930's 
some  striking  divergences  from  this  pattern  began  to  appear  (S4). 
Since  the  end  of  World  War  II  the  change  in  merchandising  methods 
has  been  accelerated. 

Table  5. — Number  and  total  population  of  places  without  and  with  outside  milk 
and  average  airline  distance  over  which  it  came,  10  North-Central  States, 
May  1952 


Unit 

Population  group 

Item 

200-999 

1,000- 
9,999 

10,000- 
49,999 

50,000  or 
more 

All 

places 

Total  places.-  

No. 

3,385 

1,501 

161 

43 

5,090 

Places  with  milk  from— 

No  outside  source - 

No. 
No. 
No. 
No. 

1,198 

1,375 

601 

211 

243 
497 
424 
337 

23 
41 
45 
52 

18 
9 
5 

11 

1,482 

One  outside  source    - . 

1,922 

Two  outside  sources 

1,075 
611 

Three  or  more  outside  sources. --  -  -.- 

Total  population: 
Places  without  outside  milk ...  . 

1,000 
1,000 

Mi. 
Mi. 
Mi. 

515 
1,081 

39 
38 
41 

569 
3,340 

40 
45 
45 

466 
2,666 

49 
46 
48 

5,604 
9,315 

53 
47 
52 

7,154 
16,402 

40 

Places  with  outside  milk 

Average  airline  distances  of  milk  coming 
from— 
Onesource. 

Two  sources    .      

41 

Three  or  more  sources 

44 

North-Central  Regional  Dairy  Marketing  Research  Committee,  Dec.  16, 1954. 
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Table  6. — Milk,  cream  and  skim  milk  received  in  Federal  order  markets  from 
other  Federal  order  markets,  hy  distance  between  selling  and  receiving  mar- 
kets, June  and  September  1954 


Distance— Selling  market  from 
receiving  market  (miles) 

Milk,  cream,  and  skim  milk  received  by  handlers 
and  processed  in  the  receiving  market 

June  1954 

September  1954 

0-99 

Pounds 

4, 061, 784 
347,  923 
722, 460 
332, 057 

Percent 
74.3 

6.4 
13.2 

6.1 

Pounds 
5, 254,  748 
756,  970 
6, 976, 941 
3, 160, 370 
1,  414,  974 

Percent 

29.9 

100-199 -.- 

4.3 

200-499 

39.7 

500-999... 

18.0 

1,000  and  over.  ..  

8.1 

Total 

5,  464, 224 

100.0 

17,  564, 003 

100.0 

Milk,  cream,  and  skim  milk  processed  in  the  selling 
market  and  distributed  in  the  receiving  market 

0-99... 

2,265,458 

4,908,113 

147, 168 

31.0 

67.0 

2.0 

2,  762, 833 

4,  978, 149 

180, 843 

22,089 

34.8 

100-199 

62.6 

200-499 

2.3 

500-999 

.3 

1,000  and  over. .. 

Total. --- 

7,  320,  739 

100.0 

7,  943, 914 

100.0 

TTn  known 

24,  667, 166 

29,  508, 886 

Grand  total .. 

37,  452, 129 

55,  016,  803 

Once-a-day  delivery  to  homes  has  given  way  completely  to  every- 
other-day  and  three-times-a-week  delivery.  With  this  exception  the 
other  changes  in  merchandising  methods  have  only  partly  displaced 
those  that  once  were  dominant.  Besides  the  change  in  frequency  of 
delivery,  there  has  been  a  continuation  of  the  trend  toward  an  in- 
creasing proportion  of  sales  through  stores;  wider  adoption  of  the 
paper  container  and  of  y2-gQllon  and  1-gallon  glass  containers;  in- 
creased sales  of  homogenized  milk  and  skim  milk;  the  introduction 
of  milks  that  are  variously  modified  and  fortified  by  partial  skimming, 
or  the  addition  of  milk  solids-not-fat  or  various  vitamins.  Varied 
methods  of  pricing  fluid  milk  products  in  the  different  units  of  sale, 
discounts  for  quantity  purchases,  differentials  for  service,  and  vending 
and  dispensing  machines  are  more  widely  used. 

Such  innovations  in  pricing  and  marketing  methods  and  practices 
tend  to  encounter  restrictions  either  because  the  need  to  provide  for 
them  not  foreseen  when  the  law  or  regulation  was  enacted,  because  the 
particular  innovation  may  not  be  in  the  public  interest,  or  because 
various  market  interests  opposed  to  the  innovation  may  seek  to  curb 
it  by  the  application  of  hampering  or  prohibitive  laws  or  regulations. 
Introduction  of  the  paper  container,  for  example,  was  opposed  by 
some  public  health  officials,  whose  position  received  the  enthusiastic 
support  of  those  milk  dealers  adversely  affected  by  the  competition. 
Large-size  containers,  vending  and  dispensing  machines,  distribution 
of  milk  through  stores,  and  bulk  assembly  of  milk  from  farms  all  have 
encountered  obstacles  in  the  form  of  laws  or  regulations. 
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STATE  AND  MUNICIPAL  SANITARY  REGULATIONS 

PUBLIC  HEALTH  BASIS 

The  public  health  basis  for  sanitary  regulation  of  milk  rests  in  its 
susceptibility  to  contamination,  its  excellence  as  a  medium  for  the 
growth  of  bacteria  and  its  widespread  use  as  an  article  of  diet,  particu- 
larly for  children.  These  factors  have  been  recognized  by  the  courts 
(J.9,  p.  10).  Not  only  is  the  sanitary  quality  of  milk  so  important 
as  to  warrant  its  regulation,  but  the  fact  that  low  prices  may  force 
farmers  to  relax  their  efforts  and  care  for  milk  has  been  given  as  a 
reason  for  enacting  laws  to  control  milk  prices. 

Tobey  reports  that,  "The  first  law  on  milk  in  this  country  was  a 
Massachusetts  Act  of  1856  prohibiting  the  adulteration  of  milk." 
(59)  States  and  cities  gradually  adopted  and  perfected  their  laws 
and  ordinances  intended  to  ensure  the  sanitary  quality  of  their  milk 
supplies. 

Development  of  the  regulations  for  milk  sanitation  has  been  evolu- 
tionary. The  larger  cities  were  first  to  adopt  comprehensive  sanitary 
requirements.  Rural  areas  and  unincorporated  places  were  among 
the  last  to  have  any  supervision  of  their  milk  supplies.  In  only  a 
few  States  are  there  provisions  for  coordinated  statewide  supervision 
of  milk  supplies.  This  aspect  of  the  evolution  of  sanitary  regulations 
ran  parallel  to  the  growth  of  milksheds.  Originally  city  milksheds 
were  purely  local  in  character.  Over  the  years  they  have  expanded 
and  encroached  on  one  another.  This  happened  first  in  the  densely 
populated  northeast,  and  it  may  explain  the  preoccupation  with  trade 
barriers  in  that  region  in  the  1930's  (see  above,  p.  7).  Today,  the 
expanded  areas  from  which  supplies  are  received,  and  to  which  bottled 
milk  is  distributed,  are  bringing  about  continued  evolution  in  the 
sanitary  regulations  of  milk. 

It  is  recognized  that  there  must  be  continued  vigilance  over  milk 
supplies  in  order  to  prevent  outbreaks  of  milkborne  disease  (65,  p. 
1729).  The  success  of  health  authorities  in  keeping  these  outbreaks 
to  a  minimum  does  not  remove  the  necessity  for  care.  The  list  of 
diseases  includes,  among  others,  undulant  fever,  typhoid,  and  para- 
typhoid fever,  bovine  tuberculosis,  diphtheria,  septic  sore  throat,  diar- 
rhea and  enteritis,  Q  fever,  and  food  poisoning. 

Pasteurization  is  a  substantial  step  in  making  milk  a  safe  food. 
Pasteurization  destroys  or  deactivates  all  known  disease  organisms 
with  the  possible  exception  of  the  rickettsia,  viruses,  and  Q  fever. 
It  does  not,  however,  destroy  the  staphylococcus  enterotoxin  which 
causes  food  poisoning.  Thus,  pasteurization  is  a  safeguard,  not  a 
substitute  for  other  protective  measures. 

The  public  health  significance  of  milk  has  been  so  great,  and  the 
control  so  effective,  that  milkborne  disease  outbreaks  have  been  greatly 
reduced  in  comparison  with  those  attributable  to  water  or  to  other 
foods  (table  7) .  Over  the  period  1938-50,  disease  outbreaks  attributed 
to  milk  and  milk  products  were  about  10  percent  fewer  than  out- 
breaks attributed  to  water,  and  less  than  one-eighth  the  number 
attributed  to  other  foods.  The  number  of  cases  attributed  to  milk 
was  about  one-eighth  of  those  attributed  either  to  water  or  other  foods. 
Deaths  resulting  from  milk-borne  disease  were  about  as  many  as 
those  from  water,  and  about  one-fourth  those  from  other  foods. 
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METHODS  OF  SUPERVISION 

Sanitary  regulation  of  milk  supplies  extends  almost  continuously 
from  the  farm  to  the  consumer,  but  there  are  natural  divisions  of  the 
work.  These  include  inspection  of  farms,  inspection  of  plants,  inspec- 
tion and  supervision  of  delivery  and  sale,  and  laboratory  examination 
of  milk  samples. 

Supervision  of  Farm 

Farm  inspection  stresses  primarily  the  cleanliness  of  the  environ- 
ment in  which  milk  is  produced  and  cared  for,  the  provision  of  ade- 
quate facilities,  and  the  practice  of  approved  methods  of  milking  and 
caring  for  the  milk  and  dairy  utensils.  These  measures  are  intended 
to  prevent  contamination  of  the  milk  and,  in  the  case  of  cooling  re- 
quirements, to  inhibit  the  grow^th  of  any  bacteria  which  may  be 
present. 

It  is  regulations  pertaining  to  farm  inspection  which  most  fre- 
quently give  rise  to  complaints  of  restrictions  to  the  flow  of  milk.  In 
the  first  place,  the  regulations  are  adopted  and  enforced  by  a  multi- 
plicity of  local  authorities.  Secondly,  the  regulations  must  be  specific 
and  unambiguous  so  there  will  be  no  misunderstanding  between  the 
farmer  and  the  enforcement  official  as  to  when  there  is  compliance. 

The  larger  the  number  of  separate  jurisdictions  establishing  sani- 
tary regulations  the  greater  is  the  number  of  possible  differences.  The 
likelihood  that  regulations  will  differ  among  jurisdictions  is  increased 
by  the  fact  that  many  requirements  whose  public  health  significance 
cannot  be  questioned  in  principle  are  exceedingly  difficult  to  substan- 
tiate objectively  when  reduced  to  specific  terms. 

The  lack  of  objective  bases  for  the  specific  terms  of  a  regulation  may 
be  illustrated  by  a  comparison.  Adding  water  to  milk  is  prohibited 
both  because  it  is  fraudulent  and  because  the  added  water  may  be  a 
source  of  contamination.  The  freezing  point  of  milk  aif ords  a  highly 
precise  measure  of  whether  water  has  been  added.  In  135  samples  of 
milk,  113  were  found  to  have  freezing  points  between  —0.530°  C.  and 

—  0.554:°  C. ;  that  is,  within  a  range  of  2  percent  of  the  average  freezing 
point.  {28^  p.  83.)  Thus,  there  is  little  room  for  disagreement  about 
the  level  of  the  freezing  point  at  which  a  sample  of  milk  shall  be 
considered  to  have  added  water.  The  Association  of  Official  Agri- 
cultural Chemists  gives  a  formula  based  on  a  freezing  point  of  —0.550° 
C.^  Added  water  may  be  calculated  from  this  formula  and  any  result 
showing  3  percent  or  more  of  added  water  is  considered  to  tie  adul- 
terated without  any  tolerance.     Any  sample  with  a  freezing  point  of 

—  0.5335°  C.  would  be  in  this  class. 
At  the  other  extreme,  the  exact  significance  of  any  specific  bacterial 

content  of  milk  is  most  indefinite.  Dahlberg,  et  al.,  concluded  that 
"a  total  bacterial  plate  count  of  not  more  than  200,000  per  ml.  for 
raw  milk  is  recommended  empirically  as  a  standard  at  the  receiving 
plant.  There  is  no  exact  scientific  or  public  health  basis  for  deciding 
on  this  definite  bacterial  standard  other  than  the  fact  that  experience 

^The  report  by  Dahlberg,  Adams,  and  Held  (25)  presents  evidence  that  the  * 

average  freezing  point  may  be  only  —0.540°  C.  p 
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has  shown  that  this  common  standard  can  be  readily  attained  with 
reasonable  facilities  and  good  methods  of  production"  (^5,  p.  123) . 

The  chaos  resulting  from  this  uncertainty  over  the  exact  public 
health  significance  of  any  given  bacteria  count  is  illustrated  by 
Dahlberg's  findings  in  the  sanitary  milk  legislation  of  84  large  cities. 
Eight  of  these  cities  had  bacterial  standards  of  25,000  bacteria  per 
cubic  centimeter  or  less  for  milk  for  pasteurization,  while  6  had 
standards  of  over  300,000  per  ml.  The  standards  of  9  cities  were 
within  a  range  of  from  30,000  to  80,000  and  of  52  were  within  a  range 
of  100,000  to  200,000.  The  ordinances  of  9  cities  did  not  specify  a 
standard  (^4,  P-  16). 

In  the  typical  milk  ordinance  there  are  large  numbers  of  items,  like 
bacteria  counts,  to  which  a  wide  range  of  interpretations  may  be  and 
often  are  given  in  different  jurisdictions.  Requirements  as  to  the 
health  of  cows,  provisions  for  lighting  and  ventilating  the  milking 
barns,  specifications  for  the  materials,  dimensions,  and  workmanship 
in  the  construction  of  barn  and  milkhouse,  and  location  of  barn,  milk- 
house,  cowyard,  and  manure  storage  are  examples.  Considering  the 
number  of  jurisdictions  it  is  small  wonder  that  milk  ordinances  show 
a  diversity  that  encumbers  the  movement  and  merchandising  of  the 
product. 

The  methods  by  which  supervision  of  sanitary  conditions  on  the 
farms  are  carried  out  are  subject  to  some  variation.  Personal  inspec- 
tion is  fundamental.  Sixty-five  of  the  84  large  cities  specified  the 
minimum  frequency  with  which  farm  inspections  must  be  made. 
These  range  from  1  to  6  visits  per  year.  Frequencies  of  1  or  2  inspec- 
tions per  year  were  most  common. 

In  addition  to  periodic  farm  inspections  measurements  of  the  quality 
of  the  milk  itself  are  required  by  ordinances  of  most  jurisdictions. 
Fifty-one  of  the  84  large  cities  required  the  sampling  of  milk  at  speci- 
fied intervals.  The  number  of  samples  to  be  taken  yearly  ranged  from 
4  to  24,  with  8  samples  per  year  the  most  common  number. 

It  is  generally  recognized  that  neither  farm  inspection  alone  nor 
laboratory  testing  alone  suffices  for  the  control  of  sanitary  quality  of 
milk  supplies.  Dahlberg  concluded :  "It  was  necessary  to  inspect  to 
determine  that  proper  facilities  were  available,  to  test  milk  to  learn  if 
the  product  was  in  compliance  with  standards,  and  for  sanitarians  or 
fieldmen  to  revisit  producers  whose  milk  failed  to  meet  standards  to 
aid  them  in  improving  the  quality  of  the  milk."     (25^  p.  108). 

The  relative  importance  to  be  attached  to  farm  inspection  as  com- 
pared with  laboratory  control  is  controversial.  This  is  a  further 
explanation  for  some  of  the  diversity  among  health  ordinances.  Those 
ordinances  which  stress  environmental  conditions  require  frequent 
farm  inspections  and  specify  in  great  detail  the  conditions  to  be  pro- 
vided on  the  farm.  Ordinances  emphasizing  laboratory  control  or 
platform  inspection,  on  the  other  hand,  emphasize  the  condition  of 
the  milk  as  received  at  the  market.  Under  such  programs  most  farm 
inspections  are  reserved  for  those  producers  whose  milk  is  found  to 
be  unsatisfactory.  The  farmer  is  permitted  considerable  freedom 
with  respect  to  buildings,  equipment  and  practices  as  long  as  his  milk 
passes  the  quality  tests. 
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The  foregoing  observations  on  inspection  and  laboratory  control 
apply  to  the  routine  supervision  of  farms.  When  milk  must  be 
brought  from  sources  beyond  the  limits  in  which  the  local  Health 
Department  is  v^illing  and  able  to  provide  routine  supervision,  an 
additional  complication  arises.  This  involves  the  basis  on  which 
the  local  authority  will  accept  supervision  exercised  by  another  au- 
thority. Some  cities  will  not  accept  milk  under  such  circumstances. 
Among  those  which  will,  there  is  an  almost  infinite  variety  of  methods 
of  assuring  that  the  milk  is  of  reasonable  quality,  ranging  from  the 
simplest  of  tests  on  milk  received — as  for  flavor,  acidity,  or  tempera- 
ture— to  personal  inspections  of  farms  and  plants  approaching  in 
intensity  the  supervision  given  in  the  areas  under  routine  control. 

Supervision  of  Plants 

The  potential  consequences  of  accidental  contamination  of  milk  in 
the  milk  plant  or  of  faulty  pasteurization  are  vastly  greater  than  the 
risks  at  farm.  Sanitary  requirements  for  milk  plants,  therefore,  tend 
to  be  set  forth  in  much  greater  detail  and  plants  are  supervised  much 
more  rigorously  than  are  farms.  The  U.  S.  Public  Health  Service 
recommended  Milk  Ordinance  and  Code,  for  example,  devotes  26  pages 
to  the  code  for  Grade  A  raw  milk  for  pasteurization  and  57  pages  to 
the  code  for  Grade  A  pasteurized  milk  (75). 

As  with  farm  inspection,  the  principal  methods  followed  in  super- 
vising milk  plants  consist  of  personal  inspections  and  laboratory  test- 
ing. In  84  large  cities,  the  ordinances  required  mostly  annual  or 
semiannual  inspections,  while  one  case  required  weekly  inspections. 
The  minimum  number  of  pasteurized  milk  samples  to  be  tested  ranged 
from  4  per  year  to  60  per  year,  although  8  per  year  was  most  common 
(^4,  pp.  34r-4l) 

Supervision  of  Distribution 

The  supervision  of  milk  sanitation  is  carried  through  to  the  con- 
sumer to  prevent  unnecessary  exposure  of  the  milk  or  milk  products 
to  contamination  from  the  time  they  are  placed  in  their  final  con- 
tainer at  the  dairy  or  milk  plant  until  the  time  they  are  delivered. 
The  Milk  Ordinance  and  Code  recommended  by  the  U.  S.  Public 
Health  Service,  for  example,  prohibits  the  producer  or  distributor 
from  transferring  milk  from  one  container  to  another  in  any  place 
except  a  bottling  or  milk  room  especially  used  for  that  purpose,  regu- 
lates the  serving  of  milk  by  hotels,  soda  fountains,  restaurants,  and 
groceries,  requires  that  milk  be  kept  at  a  temperature  of  50°  F.  or  less, 
and  provides  for  the  care  and  cleaning  of  returnable  containers  (75). 
Standards  are  prescribed  for  delivery  vehicles,  the  health  and  cleanli- 
ness of  personnal,  etc. 

LICENSES  AND  FEES 

The  financing  of  the  sanitary  supervision  of  milk  supplies  is  a  fea- 
ture of  some  significance  in  a  study  of  restrictive  regulations.  In 
many  instances,  the  cost  of  the  program  is  financed  out  of  general  reve- 
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nues  of  the  city,  county,  or  State.  Most  jurisdictions,  however,  issue 
licenses  for  fees  ranging  from  nominal  amounts  up  to  amounts  which 
cover  much  of  the  cost  of  the  service.  In  addition,  some  cities  levy  fees 
of  1,  2,  or  more  cents  per  hundredweight  of  milk  on  the  producer,  the 
milk  plant,  or  both.  Charges  may  be  made  for  inspection  services 
and,  occasionally,  this  is  based  on  the  location  of  the  farm  or  plant 
beyond  the  specified  limit. 

JURISDICTIONAL  AUTHORITY 

The  sanitary  regulation  of  milk  is  carried  out  under  the  police 
powers  of  the  State.  In  the  United  States,  the  police  power  was  re- 
served to  the  States  under  the  Constitution.  Within  the  States,  the 
authority  is  usually  delegated  to  municipalities.  State  laws  vary  from 
those  that  give  detailed  treatment  of  sanitary  requirements  to  others 
where  the  regulatory  specifications  are  in  general  and  meager  terms 
or  nonexistent.  The  States  also  differ  in  the  extent  to  which  cities 
are  free  to  enforce  requirements  that  are  different  or  more  restrictive 
than  the  State  requirements.  In  a  number  of  instances,  particularly 
in  the  Northeast,  the  State  rather  than  the  city  exercises  responsibility 
for  supervising  the  supply  of  milk  from  sources  outside  the  State 
boundary. 

The  Federal  Government  has  authority  under  the  Constitution  to 
control  milk  Avhich  is  imported  from  a  foreign  nation  or  which  is 
shipped  in  or  burdens,  obstructs,  or  affects  interstate  commerce.  The 
Import  Milk  Act  of  1927  is  administered  by  the  Food  and  Drug 
Administration  of  the  Department  of  Health,  Education,  and  Welfare. 
The  U.  S.  Public  Health  Service  exercises  regulatory  authority  over 
the  milk  served  on  interstate  common  carriers.  These  are  the  only 
Federal  regulations  now  affecting  sanitary  control  over  milk. 

The  Public  Health  Service  has  a  service  function  which  derives  its 
strength  from  the  need  which  it  fills,  and  not  from  enforcement.  The 
Public  Health  Service  established  an  Office  of  Milk  Investigations  in 
1923.  A  study  of  the  State  and  municipal  milk  regulations  then  in 
force  revealed  great  variation.  Then,  as  now,  some  requirements  were 
of  doubtful  public  health  significance,  others  were  impractical  or  un- 
necessary, and  still  others  differed  markedly  with  respect  to  the  same 
item  of  sanitation.  Some  States  were  interested  in  initiating  milk 
sanitation  programs  to  help  them;  the  Public  Health  Service  devel- 
oped and  published  in  1924  a  recommended  milk  ordinance.  An  ac- 
companying code  published  in  1927  set  forth  the  public  health  reason 
for  each  requirement  and  provided  detailed  descriptions  of  satisfac- 
tory compliance.  The  ordinance  and  code  have  been  revised  to  keep 
abreast  of  modern  techniques  and  developments  in  dairy  science,  pub- 
lic health,  veterinary  medicine,  and  related  fields.  The  latest  revision 
was  published  in  1953  (75) .  The  recommended  ordinance  and  code  are 
now  in  effect  in  some  2,000  municipalities  and  counties. 

In  addition  to  developing  the  milk  ordinance  and  code,  the  Public 
Health  Service  developed  a  system  for  rating  city  milk  supplies.  These 
ratings  are  the  basis  for  a  milk  sanitation  honor  roll  which  lists  those 
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cities  having  a  rating  of  90  percent  or  more  for  compliance  with  the 
various  items  of  sanitation  contained  in  the  milk  ordinance  and  code 
recommended  by  the  Public  Health  Service.  More  recently,  the  Pub- 
lic Health  Service  developed  a  cooperative  program  for  the  certifica- 
tion of  interstate  milk  shippers.  A  National  Conference  on  Interstate 
Milk  Shipments,  composed  mainly  of  health  and  agricultural  depart- 
ment officials  of  the  States,  has  had  several  meetings  at  which  were 
adopted  policies  under  which  the  program  is  carried  out.  Under  this 
program,  plants  under  the  supervision  of  approved  local  health  units 
have  their  supplying  farms  and  their  own  facilities  rated  periodically 
by  their  State  Department  of  Health  or  Agriculture  according  to  a 
rating  system  established  and  supervised  by  the  Public  Health  Service. 
At  the  written  request  of  the  rated  plants,  their  ratings  are  published 
quarterly  for  the  information  of  milk  dealers  and  local  health  officers 
who  may  be  looldng  for  acceptable  sources  of  milk. 

MODES  OF  RESTRICTION 

There  are  about  4  major  respects  in  which  sanitary  regulations  may 
foster  undue  restriction.  (1)  They  may  prohibit  certain  activities; 
for  example,  forbidding  the  distribution  of  milk  pasteurized  in  a  plant 
located  beyond  the  city  limits.  (2)  Regulations  of  different  jurisdic- 
tions may  differ  on  details,  the  difference  not  being  of  material  public 
health  significance  but  encumbering  or  preventing  the  flow  of  milk 
between  the  markets.  (3)  Regulations  may  be  applied  or  enforced  in 
a  discriminatory  manner.  (4)  Finally,  the  duplication  of  inspections, 
especially  where  there  are  substantial  charges  for  inspection,  or  other 
burdensome  requirements,  may  substantially  limit  the  number  of  out- 
lets to  which  milk  can  be  moved. 

Each  of  these  forms  of  restrictions  may  have  a  public  health  reason 
at  least  in  part.  Limitations  on  supply  areas  serve  to  prevent  a  health 
department's  resources  from  being  dissipated  by  having  an  excessive 
number  of  farm  to  supervise.  Where  there  is  wide  range  for  judg- 
ment as  to  the  specific  details  of  a  regulation,  lack  of  agreement  on 
these  details  among  different  jurisdictions  is  understandable,  particu- 
larly in  the  absence  of  any  compelling  reason  for  independent  juris- 
dictions to  consult  together  in  drawing  up  their  programs.  Discrimi- 
natory application  may  be  held  to  preserve  the  maximum  of  inherent 
advantages  of  local  supplies  in  terms  of  freshness  of  the  milk,  respon- 
siveness of  producer  to  the  recommendations  of  officials,  etc.  Duplica- 
tion of  inspections  is  defended  on  grounds  of  lack  of  confidence  in  the 
work  of  other  authorities. 

RELATION  TO  ECONOMIC  PROBLEMS 

Whatever  the  basis  for  the  restriction  and  regardless  of  the  extent 
to  which  there  may  be  an  element  of  public  health  significance,  it  is  an 
important  fact  that  sanitary  regulations  have  economic  effects.  It  is 
rare  that  those  who  want  to  use  sanitary  regulations  to  achieve  eco- 
nomic ends  acknowledge  their  purpose  publicly.  One  producer  is 
reported  as  saying :  "The  attitude  of  the  Board  of  Health  is  the  key 
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to  success  in  producing  a  situation  in  which  the  surplus  milk  problem 
is  brought  to  the  vanishing  point.  This  desirable  result  is  produced  by 
refusal  of  the  Board  of  Health  to  approve  dairies  outside  a  certain 
radius."  -^' 

The  economic  significance  of  sanitary  regulations  was  described  by 
Mr.  Charles  W.  Holman,  former  Secretary  of  the  National  Milk  Pro- 
ducers' Federation,  in  testimony  before  a  subcommittee  of  the  Com- 
mittee on  Agriculture  and  Forestry  of  the  U.  S.  Senate  in  1950.  Along 
with  other  reasons  for  opposhig  a  compulsory  Federal  milk  sanitation 
code  Mr.  Holman  said,  "Third,  we  considered  carefully  the  competitive 
aspect  of  the  milk  trade,  and  this  is  of  superior  importance  in  this 
matter.  As  you  know,  there  are  a  number  of  firms  in  the  dairy 
industry  which  operate  throughout  the  Nation.  In  addition,  there 
are  many  powerful  firms  which  operate  on  a  regional  basis.  But  most 
cooperative  dairy  associations  operate  in  local  or  regional  mar- 
kets.    *  *  * 

"Frequently,  our  members  have  found  that  milk  distributors  in  a 
local  market  were  refusing  to  buy  the  local  supply  at  the  prices  agreed 
upon  between  the  cooperative  and  the  milk  dealers,  while  at  the  same 
time  these  dealers  were  acquiring  milk  from  other  markets — milk 
which  they  had  purchased  at  lower  surplus  prices,  transported  to  the 
city  in  question,  and  then  sold  in  bottles  as  fluid  milk.  One  factor 
that  holds  this  practice  to  minor  levels  is  that  most  local  regulations 
require  that  the  sources  of  the  milk  supply  for  the  area  be  inspected 
by  the  local  authorities."      (65^  p.  1921.) 

EXAMPLES  OF  RESTRICTIVE  SANITARY  REGULATIONS 

During  the  course  of  this  study  there  was  compiled  a  lengthy  list 
of  examples  of  restrictive  features  of  sanitary  regulation.  The  list 
illustrates  the  four  modes  of  restriction  described  above :  Prohibitions, 
differences,  discriminatory  application,  and  duplication  of  inspection. 
The  examples  cited  in  this  section  are  to  be  considered  only  as  such. 
Resources  for  the  study  did  not  permit  a  complete  coverage  of  all 
jurisdictions  exercising  control  over  milk  sanitation  in  the  United 
States.  Nor  even  for  those  jurisdictions  about  which  information  was 
obtained  was  there  time  to  obtain  information  from  all  the  people 
concerned.  For  these  reasons,  the  following  discussion  sometimes 
does  not  identify  the  jurisdiction  referred  to ;  and  when  jurisdictions 
are  identified,  it  does  not  imply  that  this  was  the  only  jurisdiction 
having  the  kind  of  law,  regulation,  or  practice  described. 

Prohibition  of  Milk  Entry 

By  far  the  most  common  policy  standing  in  the  way  of  free  move- 
ment of  milk  was  the  refusal  of  given  jurisdictions  to  accept  milk 
produced  or  handled  under  the  supervision  of  other  jurisdictions  hav- 
ing substantially  equivalent  sanitary  standards.  In  order  to  get 
comprehensive  information  en  this  and  some  other  aspects  of  sanitary 
regulation,  a  mail  questionnaire  was  sent  to  health  officers  of  all  urban 
places  of  25,000  or  more  population  having  full-time  health  units 
(appendix    A).     Replies    were   received    from    318    cities,    out   of 
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334  questionnaires  sent  out,  about  a  95  percent  return.  Respondents 
in  6  jurisdictions  reported  that  the  questionnaire  was  not  applicable  to 
their  situations. 

Out  of  312  cities,  100  refused  to  accept  milk  from  farms  supervised 
by  their  own  State  department  of  health  or  agriculture  (in  many 
States  the  State  agency  does  not  supervise  sanitation  on  dairy  farms) ; 
84  refused  to  accept  milk  from  farms  supervised  by  some  other  State 
(although  a  given  city  might  accept  supervision  of  one  State  and 
reject  that  of  another)  ;  74  refused  to  accept  milk  from  farms  approved 
by  cities  not  having  the  standard  ordinance ;  while  only  49  refused  to 
accept  milk  under  supervision  by  cities  having  the  standard  ordinance 
(tables). 

It  should  be  kept  in  mind  that  there  were  many  cities  which  un- 
conditionally accepted  milk,  the  production  and  handling  of  which 
was  supervised  by  specified  agencies.  There  were  127  cities  which 
accepted  supervision  of  farms  by  their  own  State  department  of  health 
or  agriculture  without  question ;  75  which  accepted  supervision  of  some 
other  State  or  States ;  69  which  accepted  supervision  by  cities  having 
the  standard  ordinance ;  and  42  which  accepted  supervision  by  cities 
having  other  types  of  ordinance. 

Table  8. — Policies   of   local  jurisdictions  regarding  acceptance  of  milk  from 
farms  under  routine  supervision  of  other  agencies,  United  States  and  regions 


Local  jurisdiction   accepts   milk  from   farms 
under  the  routine  supervision  of  jurisdictions 
of  the  type  specified  on  the  following  basis: 

®*  mm 

fUnited  States:  Jurisdictions  accepting  milk  from  farms 
under  routine  supervision  of— 

Department 
of  Health  or| 
Agriculture! 
in  own  State 

lAgencies  of 
Mother  State 
governments 

Cities  with 
U.  S.  PHS 
model  ordi- 
nances 

Cities  with 
other  ordi- 
nances 

Without  further  inspection            .-    ._ 

Number 
127 

Number 
75 

Number 
69 
117 
66 

49 

78 

Number 

42 

U.  S.  PHS  rating  by  State  of  origin 

86 

Survey  by  local  jurisdiction  ..       _- 

50 

100 
35 

81 

84 
106 

68 

Full  inspection  by  inspectors  of  local  jurisdic- 
tion   - 

74 

Not  reported-  .      .       .  .  . 

87 

Total 

312 

346 

379 

357 

Northeast 

Without  further  inspection ._ 

42 

24 

20 
13 
14 

19 
42 

15 

U.  S.  PHS  rating  by  State  of  origin. 

10 

Survey  by  local  jurisdiction . 

1 

16 

28 
33 

16 

Full  inspection  by  inspectors  of  local  jurisdic- 
tion.   

26 

Not  reported 

35 

Total 

93 

101 

108 

102 

North-central 

Without  further  inspection. 

15 

12 

12 

36 
26 

9 
12 

6 

U.  S.  PHS  rating  by  State  of  origin... 

24 

Survey  by  local  jurisdiction ... 

21 

27 
13 

25 

23 
25 

24 

Full  inspection  by  inspectors  of  local  jurisdic- 
tion     

21 

Not  reported 

14 

Total 

76 

85 

95 

89 

22 

Table  8. — Policies  of  local  jurisdictions  regarding  acceptance  of  milk  from  farms 
under  routine  supervision  of  other  agencies,  United  States  and  regions — 
Continued 


Local  jurisdiction  accepts  milk  from  farms 
under  the  routine  supervision  of  jurisdictions 
of  the  type  specified  on  the  following  basis: 


United  States:  Jurisdictions  accepting  milk  from  farms 
under  routine  supervision  of— 


Department 
of  Health  or 
Agriculture 
in  own  State 


Agencies  of 

other  State 

governments 


Cities  with 
U.  S.  PHS 
model  ordi- 
nances 


Cities  with 
other  ordi- 
nances 


Number 


Without  further  inspection 

U.  S.  PHS  rating  by  State  of  origin 

Survey  by  local  jurisdiction 

Full  inspection  by  inspectors  of  local  jurisdic- 
tion-  

Not  reported 


Total. 


Without  further  inspection 

U.  S.  PHS  rating  by  State  of  origin 

Survey  by  local  jurisdiction -.- 

Full  inspection  by  inspectors  of  local  jurisdic- 
tion  

Not  reported 


Total. 


41 

is 

40 
10 


104 


29 

2 

4 
4 


39 


Number 


Number 


South 


27 


33 

30 
29 


119 


West 


12 


3 
19 


41 


24 
59 
22 

17 
9 


131 


13 
9 
4 

4 
15 


45 


Number 


11 
43 
23 

22 
22 


120 


10 
9 

5 

5 
16 


45 


The  most  common  condition  for  accepting  milk  produced  under 
the  supervision  of  another  agency  was  that  the  source  be  rated  by  the 
methods  prescribed  by  the  United  States  Public  Health  Service.  An- 
other common  practice  was  to  approve  a  source  only  after  visiting  the 
supply  area  and  inspecting  some  of  the  farms. 

There  were  regional  differences  in  the  extent  to  which  full  inspection 
by  the  receiving  jurisdiction  was  required  as  a  condition  for  accepting 
milk.  Cities  in  the  West  and  Northeast  most  commonly  accepted  milk 
from  farms  supervised  by  an  agency  of  their  own  State.  In  the  North- 
Central  States  and  the  South,  on  the  other  hand,  State  supervision  was 
less  widely  accepted,  and  local  jurisdictions  more  commonly  insisted 
on  making  surveys,  or  full  inspection  as  a  condition  to  accepting  milk. 
In  the  Northeast,  most  States  must  get  milk  from  farms  outside  the 
State.  It  is  customary  in  this  region  for  the  State  rather  than  the  city 
to  exercise  sanitary  control  over  the  supplies  from  out  of  State.  In 
the  West,  the  State  Law  of  California  requires  any  city  or  county  in 
that  State  to  accept  milk  produced  under  the  supervision  of  districts 
having  inspection  services  approved  by  the  State  Department  of 
Agriculture. 

Plants,  as  well  as  farms,  are  involved  in  the  movement  of  milk  be- 
tween distant  points.  The  critical  importance  of  sanitation  at  this 
sta^e  of  the  marketing  process  might  be  expected  to  result  in  more 
rigid  policies  for  acceptance  or  approval  of  plants  than  of  farms. 
However,  the  replies  from  the  survey  of  health  officers  indicated  that 
policies  were  not  greatly  different  (table  9) . 


mami 


23 


Table  9. — Policies  of  local  jurisdictions  regarding  plant  inspection  required  for 
acceptance  of  milk  from  nonlocal  sources,  United  States  and  regions 


Local  jurisdiction   accepts   milk  from  farms 

United  States:  Jurisdictions  accepting  milk  from  plants 
under  routine  supervision  of— 

under  the  routine  supervision  of  jurisdic- 
tions of  the  type  specified  on  the  following 
basis 

Department 
of  Health  or 
Agriculture 
in  own  State 

Agencies  of 

other  State 

governments 

Cities  with 
U.  S.  PHS 

model 
ordinances 

Cities  with 

other 
ordinances 

Without  further  inspection . 

Number 
122 

Number 
67 

Number 
77 
112 
78 

43 

78 

Number 

3fi 

U.  S.  PHS  rating  by  State  of  origin 

92 

Survey  by  local  jurisdiction. . 

66 

78 
46 

66 

82 
122 

68 

Full  inspection  by  inspectors  of  local  jurisdic- 
tion.  

Not  reported 

71 
105 

Total 

312 

337 

358 

362 

Northeast 

Without  further  inspection...  

33 

22 

17 
15 
13 

22 
43 

g 

U.  S.  PHS  rating  by  State  of  origin 

12 

Survey  by  local  jurisdiction .. 

19 

31 

10 

14 

33 
29 

18 

Full  inspection  by  inspectors  of  local  jurisdic- 
tion      .    -  

27 

Not  reported.    

39 

Total 

93 

98 

100 

104 

North-central 

Without  further  inspection .  . 

19 

11 

11 
38 
31 

7 
11 

6 

U.  S.  PHS  rating  by  State  of  origin 

25 

Survey  by  local  jurisdiction 

22 

20 
15 

26 

17 
31 

22 

Full  inspection  by  inspectors  of  local  jurisdic- 
tion   . .  - ...  .. 

18 

Not  reported .  . 

21 

Total 

76 

85 

98 

92 

South 

Without  further  inspection .     

40 

26 

28 
62 
30 

12 

12 

g 

U.  S.  PHS  rathigby  State  of  origin 

47 

Survey  by  local  jurisdiction. 

22 

24 

18 

20 

28 
39 

15 

Full  inspection  by  inspectors  of  local  jurisdic- 
tion        

23 

Not  reported . 

28 

Total 

104 

113 

144 

121 

West 

Without  further  inspection  . ...  .  ..  . 

30 

8 

21 
7 
4 

2 

12 

14 

U.  S.  PHS  rating  by  State  of  origin 

8 

Survey  by  local  jurisdiction. 

3 

3 
3 

6 

4 
23 

3 

Full  inspection  by  inspectors  of  local  jurisdic- 
tion   . 

3 

Not  reported ..  .. 

17 

Total 

39 

41 

46 

45 

350089—55- 
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Some  cities  established  limits  beyond  which  they  would  not  go  to 
inspect  farms  or  required  that  pasteurization  plants  be  within  speci- 
fied distances  of  the  city.  Although  there  may  be  doubts  as  to  their 
legality,  such  regulations  are  effective  because  to  challenge  them  in- 
volves costs  of  litigation  and  problems  of  relationships  with  competi- 
tors, regulatory  agencies  and  the  public. 

Of  the  316  health  officers  responding  to  the  mail  questionnaire,  23 
reported  that  their  ordinance  or  regulation  set  some  kind  of  limita- 
tion to  the  production  area  (table  10) .  There  were  31  which  required 
that  pasteurization  plants  be  located  within  specified  distances  from 
the  city  (table  11). 

One  of  the  newer  developments  in  milk  distribution,  reported  above 
on  page  18,  is  the  expansion  of  the  areas  to  which  milk  is  distributed 
from  the  bottling  plant.  This  development  is  effectively  blocked  by 
requirements  that  the  milk  be  pasteurized  within  the  limits  of  the 
city  in  which  it  is  delivered  or  some  similar  limit.  Several  instances 
of  this  type  of  restriction  were  reported  in  the  personal  interviews — 
it  was  important  in  smaller  cities  than  those  covered  in  the  survey  of 
city  health  officers  (25,000  population  or  larger) .  These  smaller  cities 
in  total  constituted  a  large  market  for  many  distributors. 

There  was  evidence  that  many  places  observed  limits  on  their  sup- 
ply areas  as  an  unwritten  matter  of  policy.  In  the  survey  of  health 
officers,  many  indicated  that  their  acceptance  of  outside  milk  supplies 
was  dependent  on  whether  adequate  supplies  were  already  available, 
on  practical  difficulties  in  inspection  of  additional  farms,  or  on  other 
kinds  of  limitations  in  the  ordinances  or  laws  from  which  they  drew 
their  authority  (table  12). 

Table  10. — Local  jurisdictions  with  ordinances  or  regulations  limiting 
production  area  for  regular  milk 


Local  jurisdictions 

KindofUmltation 

North- 
east 

North- 
central 

South 

West 

Total 

Distance 

Number 
1 
2 
2 
1 

Number 
3 
0 
1 
0 

Number 
4 
0 
2 
5 

Number 
0 
0 
2 
0 

Number 
8 

Elapsed  time  from  farm  to  pasteurizing  plant 

Specified  boundaries 

2 

7 

Not  specified  or  other 

6 

Total 

6 

4 

11 

2 

23 

No  limitation .. 

87 
0 

72 
0 

88 
5 

37 
0 

284 

Not  reported . 

5 

Total.. 

93 

76 

104 

39 

312 

In  making  the  survey  of  health  officers,  it  was  thought  that,  under 
the  production  and  price  conditions  of  1954,  many  of  the  jurisdictions 
concerned  would  have  received  applications  for  permits  from  farmers 
beyond  the  bounds  of  the  milksheds  as  they  were  at  the  close  of  1953. 
Out  of  310  jurisdictions  there  were  54  in  which  applications  had  been 
received  from  farmers  so  located.  Of  these  54  jurisdictions  there  were 
47  which  approved  some  or  all  of  the  applications,  and  7  which  ap- 
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-Local  jurisdictions  with  ordinances  or  regulations  limiting  location 
of  pasteurization  plants 


Local  jurisdictions 

Kind  of  limitation 

Northeast 

North- 
central 

South 

West 

Total 

Distance    - 

Number 
3 
1 
6 
1 

Number 
6 
0 
2 
0 

Number 
1 
0 
5 
3 

Number 
2 
0 
1 
0 

Number 
12 

Elapsed  time  from  farm  to  pasteurizing  plant 

Specified  boundaries 

1 

14 

Not  specified  or  otlier   . 

4 

Total     

11 

8 

9 

3 

31 

No  limitation 

82 
0 

67 
1 

95 
0 

36 
0 

280 

Not  reported  

1 

Total     

93 

76 

104 

39 

312 

Table  12. — Jurisdictions  in  which  specified  factors  affect  policies  concerning 

acceptance  of  outside  milk  supplies 


Factor 


Shortage  of  approved  milk- 
Affects  poHcies 

Does  not  affect  policies -.. 

Not  reported 

Total - - 

Practical  difficulties  in  inspection  of  farm 

Affects  policies 

Does  not  affect  policies 

Not  reported 

Total 

Legal  limitations  or  other  factors- 
Affects  policies 

Does  not  affect  policies 

Not  reported 

Total - 


North- 
east 


Number 

30 

48 
15 


93 


29 
43 
21 


93 


27 
40 
26 


93 


North- 
central 


Number 

18 

64 

4 


76 


16 

62 

8 


76 


18 
46 
12 


76 


South 


Number 

37 
60 

7 


104 


26 

69 

9 


104 


40 
46 
18 


104 


West 


Number 

4 

35 

0 


39 


4 

35 

0 


39 


15 

22 

2 


39 


Total 


Number 

89 

197 

26 


312 


75 

199 

38 


312 


100 

164 

58 


312 
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proved  none.  A  total  of  5,800  applications  were  reported,  of  which 
5,053  were  approved.  The  results  do  not  indicate  any  widespread 
discrimination  again  producers  on  the  basis  of  their  distance  from 
market.  Possibly  the  fact  that  there  were  no  applications  at  some 
cities  resulted  from  farmers'  belief  that  it  would  be  futile  to  apply. 

Pasteurization  plants  also  applied  from  increasing  distances.  There 
were  42  jurisdictions  which  reported  receiving  applications  during 
1954  from  plants  more  distant  than  those  approved  at  the  end  of  1953 
(table  13).  Only  24  jurisdictions  approved  such  applications.  A 
total  of  74  applications  were  reported,  of  which  40  were  approved. 

About  half  the  plants  applying  were  approved.  This  ratio  differed 
little  from  region  to  region,  but  by  population  class,  cities  in  the  50,000 
to  100,000  group  appeared  to  be  distinctly  more  restrictive  than  other 
groups.  Cities  in  this  group  approved  only  about  one-third  of  the 
plants  applying,  and  the  average  added  distance  was  only  34  miles,  as 
compared  with  53  to  73  miles  for  the  other  size  groups. 
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Table  13. — Applications  for  approval  received  ty  local  jurisdictions  from  pas- 
teurization plants  more  distant  than  those  under  inspection  or  control  at  the 
end  of  1953  and  approval  granted,  1954,  by  region  and  population  of  jurisdiction 


Region 

Applications 

Approvals 

Average  in- 
crease in 
distance  of 

Jurisdic- 
tions 

Plants 

Jurisdic- 
tions 

Plants 

most  distant 

plant  under 

inspection 

Northeast -. 

5 
13 
22 

2 

8 
23 
41 

2 

3 

6 
13 

2 

5 
10 
23 

2 

Miles 

52 

North-central 

45 

South.  ..    ..    

63 

West 

17 

Total 

42 

74 

24 

40 

53 

Population  of  jurisdiction  (thousands) : 
250  and  over 

2 

6 

11 

23 

3 
11 
17 
43 

1 
4 

4 
15 

1 

8 

5 

26 

70 

100-250 

73 

50-100 

25-50 

34 
53 

Total 

42 

74 

24 

40 

53 

It  was  not  only  municipalities  which  limited  sources  from  which 
they  would  accept  milk.  A  number  of  States  followed  similar  stand- 
ards with  respect  to  the  approval  of  milk  from  out-of-State  sources, 
most  of  the  Southeastern  and  Southern  States,  for  example.  In  these 
instances,  approval  of  out-of-State  sources  tended  to  be  withheld 
unless  and  until  no  inspected  milk  was  available  within  the  State. 

In  several  instances,  out-of-State  sources  were  not  given  the  oppor- 
tunity to  qualify  as  regular  sources  of  supply  even  though  the  shortage 
of  supplias  from  State  sources  was  substantial  and  of  long  duration. 

Ehode  Island  requires  that  milk  be  delivered  to  a  plant  within  the 
State  in  the  original  container  in  which  it  was  placed  by  the  producer.^ 
"Emergency"  permits  are  granted  for  milk  which  is  needed  in  the 
State  but  which  cannot  be  handled  at  reasonable  cost  under  this  re- 
quirement. Thus,  about  30  percent  of  the  State's  milk  supply  is  re- 
ceived by  tank  truck  from  plants  located  principally  in  Vermont  and 
New  York.  The  permits  for  this  milk  must  be  renewed  monthly.  The 
possibility  that  permits  will  not  be  renewed  deters  milk  dealers  from 
dropping  local  producers  in  order  to  buy  out-of-State  milk,  the  price 
of  which  is  not  subject  to  the  Rhode  Island  price  regulations. 

Connecticut  law  establishes  standards  by  which  the  State  Commis- 
sioner of  Farms  and  Markets  is  to  be  guided  in  approving  additional 
sources.  These  require  him  to  approve  additional  sources  when  re- 
ceipts of  approved  milk  have  fallen  below  106  or  115  percent  of  sales 
of  milk  in  fluid  form  (the  percent  depending  on  the  month)  {18^  Sec. 
3218).  He  is  not  required  to  approve  or  inspect  additional  farms 
when  the  percentages  exceed  110  or  125  percent,  respectively  (18,  Sec. 

^Milk  cans  were  the  only  approved  containers  until  recently.  Assembly  by 
tank  truck  from  farm  bulk  trucks  was  not  permitted.  This  requirement  was 
contested  by  one  company  and  a  restraining  order  was  issued  on  June  12,  1953 
by  the  Federal  District  Court  for  Rhode  Island.  This  order  prevented  the 
State  from  acting  against  the  Company,  which  continued  its  business  in  Rhode 
Island.  On  April  5,  1955,  the  State  amended  the  regulation,  and  now  approves 
assembly  of  milk  from  farms  by  tank  truck. 
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3224).  The  law  explicitly  puts  into  the  hands  of  the  commissioner 
the  power  to  decide  which  farms  shall  be  approved,  and  prescribes  the 
factors  which  he  shall  take  into  account :  "*  *  *  the  quality  of  milk 
available  from  different  sources ;  the  relative  cost  and  efficiency  with 
which  inspection  personnel  and  facilities  may  be  employed  in  different 
localities;  the  relative  accessibility  of  different  sources  of  supply  to 
Connecticut  markets,  the  relative  ease  of  transportation,  and  the  length 
of  time  which  would  elapse  before  arrival  in  Connecticut  markets; 
the  quantity  of  milk  available  for  shipment  to  Connecticut  markets 
from  different  localities;  and  the  reliability  of  various  sources  of 
supply  from  the  standpoint  both  of  quality  and  seasonal  uniformity 
in  the  quantity  available  for  shipment"  (i<§.  Sec.  3221) .  These  criteria 
include  the  important  ones,  other  than  price,  that  would  be  con- 
sidered by  the  management  of  milk  companies  in  choosing  sources  of 
supply,  were  it  in  their  hands  to  decide. 

The  Connecticut  law  has  a  performance  standard  requiring  the 
cancellation  of  approval  of  any  farm  or  plant  which  fails  to  ship 
milk  to  a  Connecticut  market  for  7  consecutive  days,  October  through 
December,  or  45  consecutive  days  during  the  remainder  of  the  year. 

Differences  in  Details 

The  prevalence  of  differences  in  the  details  of  sanitary  regulations 
has  been  extensively  studied  by  Dahlberg  and  Adams  (24-)  and  Hill- 
man,  et  al.  (SS) .  Dahlberg  and  Adams  compared  the  sanitary  regula- 
tions of  the  48  States,  and  of  84  cities  which  had  populations  of  100,000 
or  over.  Hillman  et  al.,  give  even  greater  detail  on  the  regulations  of 
11  Western  States  and  12  cities.  Differences  are  important  mainly 
because  they  are  commonly  a  basis  for  the  refusal  of  one  jurisdiction 
to  accept  the  inspection  of  another. 

There  were  no  examples  reported  in  which  compliance  with  require- 
ments of  one  city  made  it  impossible  to  comply  with  those  of  another 
city.  There  are,  however,  many  examples  of  discriminations  based 
on  differences  the  public  health  significance  of  which  was  questionable. 

One  city  was  reported  to  discriminate  against  another  because  of 
the  difference  in  the  numbers  of  bacteria  permitted  in  the  raw  milk — 
the  issue  was  not  on  the  numbers  actually  present  in  the  milk,  but  on 
the  differences  in  the  standards.  In  another  case,  a  city  refused  to 
accept  milk  produced  under  the  supervision  of  another  because  one 
ordinance  required  4  farm  inspections  per  year  while  the  other  re- 
quired only  3.  California  refused  to  accept  milk  from  farms  approved 
by  the  health  authorities  of  Arizona  because  the  regulations  of  the 
latter  specified  that  the  milkhouse  need  only  have  one  room,  while  the 
former  required  the  milkhouse  to  have  two  rooms. 

A  number  of  differences  in  requirements  tend  to  limit  supplies,  but 
are  of  more  significance  from  the  standpoint  of  interfering  with  the 
adoption  and  utilization  of  new  distribution  methods  and  improved 
technology.  Currently,  a  number  of  cities  and  States  prohibit  the 
sale  of  milk  in  gallon  jugs.  In  one  city,  the  Health  Officer  has  con- 
sistently refused  to  accept  new  developments  until  long  after  they 
have  become  well  established  elsewhere.  Homogenization  of  milk  is 
still  permitted  in  this  city  only  under  temporary  permits. 
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The  control  of  bovine  brucellosis  is  a  comparatively  recent  develop- 
ment in  milk  sanitation.  Many  jurisdictions  now  require  their  milk 
supplies  to  come  from  herds  that  are  brucellosis-free  or  that  are  par- 
ticipating in  one  of  the  control  programs  recommended  by  the  U.  S. 
Department  of  Agriculture.  Great  efforts  are  being  made  toward 
control  of  the  disease  and  it  should  eventually  disappear  as  a  factor 
interfering  with  the  free  movement  of  milk. 

Regulations  regarding  bovine  tuberculosis  are  in  some  instances 
obsolete.  Twenty-five  to  30  years  ago  the  control  of  bovine  tubercu- 
losis was  at  the  stage  that  brucellosis  is  in  today,  where  the  level  of 
infection  was  excessive.  The  national  program  for  eradication  of  the 
disease  was  barely  under  way,  and  cities  were  justified  in  taking 
stringent  precautions  to  see  that  their  milk  came  from  tuberculosis- 
free  herds.  The  more  progressive  communities  required  annual  tu- 
berculin testing  of  all  herds.  The  entire  United  States  has  long  since 
become  a  modified  accredited  area,  with  the  percentage  of  cattle  re- 
acting to  the  tuberculin  test  reduced  to  less  than  0.2  percent.  Modified 
accredited  status  may  be  maintained  for  6  years  without  further  retest. 
Upon  retesting  ten  or  more  percent  of  the  cattle  in  an  area  and  finding 
a  degree  of  infection  less  than  0.2  percent,  an  area  may  be  reaccredited 
for  6  more  years.  While  regulations  of  the  Animal  Disease  Eradica- 
tion Branch,  United  States  Department  of  Agriculture,  provide  that 
more  frequent  tests  may  be  made  when  State  and  Federal  cooperating 
officials  consider  such  additional  testing  necessary,  there  remains  little 
reason  to  require  tuberculin  testing  of  all  cattle  annually.  Such 
requirements  constitute  an  undue  burden  on  the  movement  of  milk,  the 
more  so  as  a  great  majority  of  jurisdictions  accept  the  standards  for 
accreditation  of  the  U.  S.  Department  of  Agriculture. 

Discriminatory  Application 

One  of  the  forms  of  restriction  most  difficult  to  evaluate  as  to  its 
effect  on  milk  marketing  is  the  discriminatory  application  of  sanitary 
regulations.  Plants  located  at  a  distance  from  market  generally  re- 
ported that  they  were  inspected  more  rigidly  when  local  supplies  of 
milk  were  adequate.  Very  few  specific  instances  of  arbitrary,  capri- 
cious or  flagrant  interpretations  were  cited — rather,  there  appeared 
to  be  a  general  tightening  of  procedures.  Sources  closer  to  market 
may  have  felt  the  same  tightening,  so  it  would  be  difficult  to  substan- 
tiate charges  of  discrimination. 

Some  indication  of  the  extent  to  which  health  officers  may  observe 
a  dual  standard  was  obtained  in  response  to  the  question,  "Do  the 
policies  of  your  jurisdiction  concerning  the  acceptance  of  outside  milk 
supplies  depend  on  whether  or  not  there  is  a  shortage  of  approved 
milk?"  Eighty-seven  replies  said  yes,  while  198  said  no,  out  of  310 
respondents. 

Duplication 

Among  suppliers  who  were  unable  to  find  ready  outlets  for  all  of 
their  supplies  in  one  or  a  few  cities  there  were  some  complaints  of 
being  burdened  by  duplication  of  inspections.  Of  shippers  inter- 
viewed for  this  study,  one  was  regularly  inspected  by  8  different 
jurisdictions,  another  by  10,  and  the  third  by  11  State  agencies  and  by 
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some  cities  within  those  States.  The  expense  of  inspection  was  a 
factor  of  some  importance,  though  not  all  jurisdictions  made  a  charge 
against  the  supplier.  In  some  instances,  several  suppliers  located  in 
the  same  general  area  could  share  the  expense  of  inspection  and,  thus, 
keep  it  within  reasonable  limits.  It  was  pointed  out,  however,  by  one 
plant  that  owing  to  the  cost  of  inspection  it  could  not  afford  to  qualify 
to  supply  milk  to  any  given  city  without  reasonable  assurance  that  a 
substantial  volume  of  sales  could  be  made.  Since  such  shipments 
usually  were  for  only  a  few  months  out  of  the  year  and  highly  variable 
from  year  to  year  depending  on  the  weather  and  other  production  con- 
ditions, it  was  hard  for  managers  to  decide  for  which  markets  to  seek 
and  maintain  approval. 

The  number  and  regional  location  of  jurisdictions  making  a  charge 
for  farm  and  plant  inspection  and  the  bases  for  the  charges  are  shown 
in  tables  14  and  15. 

The  cost  of  inspection  of  farms  per  hundred  pounds  of  milk  was 
estimated  from  information  furnished  by  51  jurisdictions.  The  esti- 
mated cost  applies  to  a  farm  producing  10,000  pounds  of  milk  per 
month,  approximately  330  pounds  per  day.  The  average  was  $0.0100 
per  month  for  farms  close  to  market.  To  illustrate  the  effect  of  dis- 
tance, calculations  were  made  for  farms  100  miles  and  1,000  miles 
distant.  Travel,  subsistence,  and  salaries  were  items  sometimes  in- 
cluded where  inspection  was  charged  for  on  an  actual  expense  basis. 
The  rates  used  in  such  cases  were :  travel,  7  cents  per  mile ;  subsistence, 
$9  per  day ;  salary,  $4,000  per  annum ;  and  number  of  farms  inspected 
per  day,  6.  Average  costs  of  inspection,  accordingly  were  $0.0104  per 
hundred  pounds  of  milk  for  farms  100  miles  distant  and  $0.0111  for 
farms  1,000  miles  distant.  Rates  ranged  from  less  than  %  cent  to 
6  cents  per  hundred  pounds. 

Charges  for  the  inspection  of  milk  plants  could  be  estimated  for  70 
cities.  The  respective  rates  per  hundred  pounds  of  milk  were  $0.0150 
for  nearby  plants,  $0.0155  for  plants  100  miles  away,  and  $0.0166  for 
plants  1,000  miles  away.  The  hypothetical  plant  on  which  these  esti- 
mates were  based  would  receive  approximately  30,000  pounds  of  milk 
per  day.  Rates  ranged  from  less  than  %  cent  to  5  cents  per  hundred 
pounds  (table  16). 


Table  14^.— Charges  for  farm  inspection 

;  Basis  of  charge  "by  local  jurisdictions 

Local  jurisdictions 

Basis  of  charge 

North- 
east 

North- 
central 

South 

West 

Total 

Volume  of  milk.  .  

0 
4 

1 
1 
0 

1 

9 
12 

4 
0 
3 

2 

7 
8 
3 
2 
2 
2 

2 
2 
0 
0 
2 
3 

18 

Flat  fee  per  farm        

26 

Distance        

8 

Cost  of  inspection      

3 

Included  in  plant  fee        

7 

Not  specified. 

8 

Total... 

7 

86 
0 

30 

46 
0 

24 

79 
1 

9 

30 
0 

70 

No  charge . 

241 

Not  reported  . 

1 

Total 

93 

76 

104 

39 

312 

30 


Table   15. — 'Nurriher   of  jurisdicfions   charging  for  inspection  of  pasteurizing 
plants  and  receiving  stations  and  hasis  of  charge 


Basis  of  charge 


Jurisdictions 


North- 
east 


North- 
central 


South 


West 


Total 


PASTEURIZING  PLANTS 

Annual  license - 

Cost  of  inspection 

Volume 

■Distance  from  city 

Not  i  ndicated 

Total 

No  charge 

Not  reported 

Grand  total-- 

RECEIVING  STATIONS 

Annual  license 

Cost  of  inspection 

Volume 

Distance  from  city 

Not  indicated 

Total 

No  charee 

Not  reported 

Grand  total-. 


13 

75 

4 


92 


77 
7 


92 


7 
3 
20 
7 
5 


42 

32 
2 


76 


20 

33 
23 


76 


4 

2 

10 

4 

5 


25 

77 
2 


104 


75 
20 


104 


17 

22 

0 


39 


22 
13 


39 


16 
9 

40 
12 
20 


97 

206 

9 


312 


3 

4 
15 

4 
15 


41 

207 
64 


312 


Sanitary  Regulations  Affecting  Merchandising 

Most  of  the  sanitary  regulations  complained  of  as  being  restrictive 
affected  mainly  the  movement  of  milk,  but  some  significantly  affected 
the  costs  of  marketing  or  the  effective  promotion  of  milk  consumption. 

To  cite  a  simple  but  obvious  example,  the  common  requirement  that 
the  cap  shall  protect  the  pouring  lip  necessitates  a  cap  that  is  more 
expensive  than  one  which  serves  only  to  retain  the  milk  within  the 
bottle.  In  this  instance,  no  complaint  has  been  made  against  the  re- 
quirement— the  need  for  protection  against  possible  contamination 
overrides  the  small  cost  consideration  involved. 

Some  sanitary  regulations  require  that  the  cap  or  container  be 
plainly  marked  with  the  date  of  filling  or  the  latest  date  on  which  the 
milk  so  marked  can  legally  be  sold.  Such  a  requirement  is  intended 
to  avoid  the  hazard  that  milk  might  deteriorate  and  become  dangerous 
to  use  before,  or  too  soon  following,  its  sale.  In  addition  to  evidence 
that  the  hazard  is  inconsequential,  such  regulations  are  challenged 
on  the  ground  that  they  are  costly.  In  stores,  milk  with  the  most 
recent  date  will  be  chosen  first  by  the  customer — any  milk  not  sold 
before  the  next  delivery  is  likely  to  be  left  until  its  date  expires  and 
it  has  to  be  returned  to  the  dairy.  Returns  become  excessive  and  the 
loss  is  not  inconsequential.  The  dating  requirement  also  makes  im- 
practicable the  5-day  week  in  the  operation  of  milk  plants. 

Requirements  that  milk  be  pasteurized  within  a  short  distance  of  the 
market  tended  to  keep  the  processing  in  small  plants,  where  operating 
costs  were  higher  than  in  larger  plants  serving  wide  areas.  In  such 
instances,  also,  the  large-scale  plants  tended  to  emphasize  paper  con- 
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tainers  and  sales  through  store  outlets.  The  restriction  might  be 
desired  by  local  milk  dealers  as  much  for  this  reason  as  for  protection 
from  competition  that  would  be  more  efficient  or  lower  priced  for  other 
reasons. 

Table  16. — Estimated  charges  per  hundred  pounds  of  milk  for  inspection  of 

farms  and  milk  plants 


[Number  of  cities] 

Location  of  farms 

Location  of  plants 

Charge  per  hundred  pounds 

Nearby 

100  miles 

1,000 
miles 

Nearby 

100  mile." 

1,000 
miles 

Free               - 

1 

22 
14 
9 
3 
1 
0 
1 

2 

30 
15 
13 
6 
4 
0 
0 

$0  0050  or  less      

23 
10 
12 
1 
3 
0 
2 

18 
14 
12 
2 
4 
0 
1 

30 
15 
14 
6 
4 
1 
0 

28 

$0.0051-0.0100 

14 

$0  0101-0.0200 - - 

16 

$0.0201-0.0300       

5 

$0.0301-0.0400     

5 

$0.0101-0.0500       - - 

2 

$0.0501-0.0600     

0 

Total — 

51 

51 

51 

70 

70 

70 

>  There  were  6  cities  which  charged  for  inspection  of  farms  but  which  did  not  report  the  amount  of,  or 
basis  for  the  charge,  and  241  cities  which  reported  that  no  charges  were  made.  There  were  6  cities  which 
charged  for  inspection  of  plants,  but  which  did  not  report  the  amount  of,  or  basis  for  the  charge,  and  230 
cities  whicb  reported  that  no  charges  were  made. 

RECEIVERS'  EVALUATION  OF  SANITARY  QUALITY  OF 

EMERGENCY  SUPPLIES 

Milk  dealers  who  had  received  milk  from  sources  outside  their  local 
milksheds  during  the  period  1946  to  1954  were  asked  about  their 
experience  with  this  milk  from  the  standpoint  of  quality.  They  were 
asked  specifically  how  frequently  it  had  been  necessary  to  reject  ship- 
ments of  milk  for  failure  to  meet  standards  of  bacteria  content,  flavor 
and  odor,  temperature^  etc.  In  no  instances  had  more  than  one  or 
two  shipments  been  rejected  for  such  reasons.  The  quality  of  most 
shipments  was  quite  satisfactory. 

There  was  an  important  part  of  the  emergency  supply  which  was 
below  the  quality  of  local  supplies,  yet  not  poor  enough  to  warrant 
rejection.  In  this  connection  it  must  be  considered  that  whenever 
emergency  shipments  were  needed  the  market  was  a  sellers  market. 
Supplies  everywhere  tended  to  be  short,  and  shippers  had  a  strong 
inducement  to  accept  from  producers  milk  which  they  would  ordi- 
narily reject,  and  to  ship  this  milk  along  to  the  distant  plants. 

The  receiver  was  under  pressure  to  use  whatever  milk  was  received 
whether  or  not  it  was  wholly  satisfactory  from  the  standpoint  of 
quality.  In  the  first  place  he  would  not  order  milk  until  his  need  for 
it  was  urgent.  Secondly,  in  periods  of  general  shortage  there  might 
be  few  plants  able  to  make  an  additional  tank  truck  shipment. 
Thirdly,  when  a  tank  of  milk  was  found  to  be  of  poor  quality  upon 
arrival  at  the  receiver's  plant,  the  receiver's  alternatives  often  were 
either  to  use  it  or  to  leave  some  of  his  customers'  orders  unfilled  or  only 
partially  filled.  Thus  the  situation  would  be  conducive  for  both 
shippers  and  receivers  to  tolerate  lower  standards  than  they  would 
normally  require. 
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TRENDS  IN  SANITARY  REGULATIONS  AND  THEIR 

APPLICATION 

Besides  knowing  something  about  existing  restrictive  sanitary  regu- 
lations, it  is  of  interest  to  consider  whether  they  appear  to  be  increasing 
or  decreasing  in  importance.  Several  sources  of  inform.ation  throw 
light  on  this  aspect  of  the  situation:  A  perusal  of  trade  publications; 
a  study  of  court  decisions ;  historical  information  supplied  by  persons 
interviewed  for  the  study;  reports  of  the  National  Conference  on 
Interstate  Milk  Shipments ;  and  the  growing  attention  to  the  educa- 
tion and  professional  development  of  milk  and  food  sanitarians. 

News  Value 

The  files  of  the  Dairy  Record,  a  weekly  trade  publication  were 
reviewed  for  items  about  State  and  local  regulatory  restrictions. 
There  were  230  items  during  the  period  1946-1954:.  Of  these,  124 
concerned  inspection  or  approval  of  milk  producers  and  milk  plants, 
30  concerned  licenses  and  fees,  37  concerned  containers  and  dispensers, 
12  concerned  standards,  and  27  concerned  milk  control  agencies. 
There  were  only  5  items  in  1946,  but  in  1950  there  were  53.  Between 
1951  and  1954  the  number  ranged  from  21  to  31. 

In  1950,  20  out  of  the  53  items  concerned  limitations  on  pasteuriza- 
tion or  processing.  In  this  category,  there  were  78  items  in  the  9-year 
period,  of  which  53  items  appeared  in  the  3  years,  1948-50.  This  coin- 
cides with  the  years  when  the  largest  number  of  milk  plants  began  to 
distribute  milk  beyond  their  local  markets  in  the  north-central  region 
(5^,  pp.  11-13). 

These  figures  roughly  indicate  the  newsworthiness  of  various  kinds 
of  restrictions  and  how  it  changed  from  year  to  year.  The  items  con- 
cerned mostly  either  challenges  to  existing  restrictions  or  attempts 
to  impose  new  restrictions.  Items  reporting  restrictions  repealed  or 
successfully  challenged  in  court  outnumbered  those  upheld  or  newly 
enacted  about  2  to  1. 

Legal  Aspects 

Because  of  space  limitations  it  is  not  possible  to  include,  in  this  study, 
a  fully  comprehensive  discussion  of  the  many  court  cases,  reported 
and  unreported,  which,  in  recent  years  have  been  brought  to  challenge 
the  legality  of  various  "health"  and  economic  regulations  relating  to 
the  production  and  distribution  of  fluid  milk.  The  presence,  nature 
and  outcome  of  such  litigation  are,  however,  of  importance  in  an  over- 
all study  of  such  regulations  for  they  tend  to  show  the  areas  in  which 
conflicts  have  arisen,  the  kinds  of  regulations  which  have  been  chal- 
lenged and  the  limits  beyond  which  such  regulations  may  not  legally 
be  m.ade  effective  or  enforceable. 

Most  States  authorize  State  or  local  health  authorities  to  exercise 
sanitary  inspection  and  licensing  powers  over  the  production  and  dis- 
tribution of  milk  so  as  to  assure  a  sanitary,  safe,  and  healthful  supply 
of  pure  milk  for  the  community.  Such  inspection  and  licensing  occurs 
both  at  the  farm  and  distribution  levels  and  usually  requires  pasteuri- 
zation at  the  distributing  plant.  The  courts  generally  have  upheld 
such  enabling  acts  and  regulations  as  a  lawful  exercise  of  the  State 
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police  powers  over  an  industry  which  vitally  affects  the  public  health 
and  is  "affected  with  the  public  interest."  * 

However,  health  regulations  which  impose  restrictions  on  inspection 
or  licensing  which  are  not  reasonably  related  to  sanitary  or  quality 
considerations  have  generally  been  held  to  be  unauthorized  and  un- 
lawful under  such  enabling  statutes.^  Thus,  in  recent  years,  health 
regulations  which  exclude  milk  produced  or  pasteurized  beyond  speci- 
fied distances  from  the  community  have  generally  been  held  to  be 
illegal  and  unenforceable.®  Similarly,  health  authorities  may  not 
refuse  to  license  otherwise  pure  and  wholesome  milk  merely  because 
the  community  is  already  adequately  served,^  because  the  inspection 
would  be  too  costly  *  or  for  other  economic  reasons  not  related  to 
health  and  sanitation.^    Although  reasonable  license  fees  may  be  im- 

*  See,  e.  g.,  Natural  Milk  Prod.  Ass'n  v.  San  Francisco,  20  Cal.  2d  101,  124  p. 
2d  25 ;  Meridian  Limited  v.  Sippj/,  54  Cal.  App.  2d  214,  128  P.  2d  884 ;  Stracqua- 
danio  v.  Dept.  of  Health  of  the  City  of  New  York,  285  N.  Y.  93,  32  N.  E.  2d  806, 
aff'd  259  App.  Div.  994,  20  N.  Y.  S.  2d  965 ;  aff'd  20  N.  Y.  S.  2d  964,  app.  to  C.  A. 
denied  21  N.  Y.  S.  2d  611;  Leach  v.  Coleman,  188  S.  W.  2d  220  (Tex.)  ;  Welsh 
Farms  v.  Bergsma,  16  N.  J.  S.  295,  84  A.  2d  631  (1951). 

°Thus,  in  the  recent  case  of  Embassy  Dairy  v.  Camalier,  211  F.  2d  41  (C.  A. 
Dist.  Col.  1954)  the  court  said  (p.  44)  : 

"To  sustain  the  Commissioner's  order  under  attack  here,  we  think  the  District 
Court  must  find,  in  the  further  proceedings  upon  remand  of  this  case,  that  the 
order  is  realistically  necessary  to  effectuate  the  Act's  purpose  of  protecting  the 
health  of  District  consumers.  It  cannot  be  sustained  upon  a  finding  that  there 
is  'an  available  supply  of  locally  inspected  milk  more  than  suflScient  to  meet  the 
present  and  reasonably  foreseeable  requirements  of  the  consumers  in  this  area.'  " 

"See  inter  alia,  Giistafson  v.  City  of  Ocala,  53  So.  2d  658  (Fla.  1951)  ;  State 
ex  rel  Larson  v.  City  of  Minneapolis,  190  Minn.  138,  251  N.  W.  121;  Miller  v. 
Williams,  12  F.  Supp.  236  (DC  Md.  1935)  ;  Whitney  v.  Watson,  85  N.  H.  238,  157 
A.  78  (1931)  ;  La  Franchi  v.  City  of  Santa  Rosa,  8  Cal.  2d  331,  65  P.  2d  1301 
(1937)  ;  Van  Gammer  en  v.  City  of  Fresno,  51  Cal.  App.  235,  124  P.  2d  621  (1942)  ; 
Otto  Milk  Co.  V.  Rose,  375  Pa.  18,  99  A.  2d  467  (1953)  ;  Sheffield  Farms  v.  Seaman, 
114  N.  J.  L.  455, 177  A.  372  ;  Urhan  v.  Taijlor,  14  N.  J.  Misc.  887, 188  A.  232 ;  City  of 
WeiDoka  v.  Rose  Lawn  Dairy,  202  Okla.  286,  212  P.  2d  1056 ;  City  of  Grand  Haven 
V.  Grocers  Coop.  Dairy  Co.,  330  Mich.  694,  48  N.  W.  2d  362  (1952)  ;  Root  v.  Mizel, 
92  Fla.  979;  117  So.  380  (discriminatory  fees  against  distant  milk)  ;  Grant  v. 
Leavell,  259  Ky.  267,  82  S.  W.  2d  283 ;  State  ex  rel  Safeway  Stores  v.  Omdahl, 
258  P.  2d  1065  (Wash.  1951)  ;  Enudsen  Creamery  Co.  v.  Brock,  221  P.  2d  306 
(Cal.  1950)  ;  Dean  Milk  Co.  v.  City  of  Aurora,  404  111.  331,  88  N.  E.  2d  827 ;  Dean 
Milk  Co.  V.  City  of  Waukenan,  403  111.  597,  87  N.  E.  2d  751 :  City  of  Electra  v. 
Carnation  Co.  of  Texas,  207  S.  W.  2d  192  (Tex.  1948)  ;  Contra-Wright  v.  Richmond 
County  Dept.  of  Health,  182  Ga.  651,  186  S.  E.  815  (1936)  ;  Dyer  v.  City  of  Beloit, 
250  Wis.  613,  27  N.  W.  2d  733. 

'' EmMssy  Dairy  Inc.  v.  Camalier,  211  F.  2d  41,  44  (C.  A.  D.  C.  1954)  ;  Otto 
Milk  Co.  V  Rose,  375  Pa.  18,  99  A.  2d  467  (1953)  ;  Sheffield  Farms  v.  Seaman,  114 
JJ.  J.  L.  455,  177  A.  372 ;  VrT)an  v.  Taylor,  14  N.  J.  Misc.  887,  188  A.  232  (  )  ; 
Safeway  Stores  v.  State  Bd.  of  Agriculture,  255  P.  2d  564  (Oregon  1953). 

^Otto  Milk  Co.  V.  Rose,  375  Pa.  18,  99  A.  2d  467  (1953)  ;  Sheffield  Farms  Co., 
Inc.  V.  Seaman,  114  N.  J.  L.  455,  177  A.  372 ;  Urban  v.  Taylor,  14  N.  J.  Misc.  887, 
188  A.  232 ;  State  ex  rel  Larson  v.  City  of  Minneapolis,  190  Minn.  138 ;  251  N.  W. 
121. 

» Welsh  Farms  v.  Bergsma,  16  N.  J.  S.  312,  84  A.  2d  631  (1951)  ("Call"  require- 
ment and  label  as  to  source)  ;  City  of  Wetvoka  v.  Rose  Lawn  Dairy,  202  Okla.  286, 
212  P.  2d  1056  (allegedly  too  difficult  to  inspect  distant  producers)  ;  but  see 
Independent  Dairymen's  Assn.  v.  Denver,  142  F.  2d  940  (1944)  (prohibiting 
gallon  jugs  within  police  power)  and  Dean  Milk  Co.  v.  City  of  Chicago,  385  111. 
565,  53  N.  E.  2d  612  (1944)  (Ordinance  requiring  "standard"  milk  bottle  not 
unreasonable). 
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posed  ^°  to  defray  necessary  costs  of  legitimate  inspections,  an  unrea- 
sonably burdensome  multiplicity  of  fees  and  inspections  may  not  be 
required." 

The  foregoing  cases  deal  essentially  with  health  authority  man- 
dates under  State  statutes  and  constitutions  with  respect  to  intrastate 
movements  of  milk.  As  shown  below  (p.  66),  the  police  powers  of 
the  States  extend  to  appropriate  economic  controls  over  milk  distribu- 
tion, if  the  State  has  duly  authorized  them  and  if  such  controls  do 
not  infringe  upon  the  Federal  jurisdiction  over  interstate  commerce. 

If,  however,  a  health  authority  of  a  State  sets  up  unreasonable 
barriers  against  milk  from  another  State  in  the  guise  of  a  "health" 
regulation,  it  invades  the  interstate  commerce  powers  exclusively  held 
by  the  Federal  Government.  In  Dean  Milk  Co.  v.  City  of  Madison^ 
340  U.  S.  349,  the  Supreme  Court  held  unconstitutional  an  ordinance 
requiring  pasteurization  of  milk  within  five  miles  of  the  City  of  Madi- 
son, because  the  ordinance  was  not  reasonably  necessary  to  safeguard 
the  public  health  and  because,  in  the  circumstances  of  the  case,  it 
w^as  evidently  designed  to  exclude  from  Wisconsin,  wholesome  milk 
produced  and  bottled  in  Illinois.    In  so  holding  the  court  said  (p  354)  : 

In  thus  erecting  an  economic  barrier  protecting  a  major  local  industry  against 
competition  from  without  the  State,  Madison  plainly  discriminates  against 
interstate  commerce.  This  it  cannot  do,  even  in  the  exercise  of  its  unquestioned 
power  to  protect  the  health  and  safety  of  its  people,  if  reasonable  non-discrimina- 
tory alternatives,  adequate  to  conserve  legitimate  local  interests,  are  available. 

Historical  Information  From  Interviews 

Interviews  with  milk  dealers  and  others  commonly  revealed  ex- 
amples of  regulations  which  had  restricted  the  movement  of  milk  in 
the  past,  but  which  had  been  eliminated  for  one  reason  or  another. 
Such  examples  came  out  most  frequently  in  conversations  with  milk 
dealers  who  had  been  expanding  the  areas  in  which  they  distributed 
bottled  or  packaged  milk.  That  they  had  been  able  to  overcome  many 
of  the  regulatory  obstacles  was  a  significant  fact.  The  most  flagrant 
types  of  discrimination  sometimes  had  been  withdrawn  after  negotia- 
tions, and  if  legal  action  were  taken  such  regulations  generally  fell 
before  the  scrutiny  of  the  courts.  But  this  did  not  always  curb  the 
urge  to  restrict.  It  was  reported  that  in  some  instances  fees  for 
licenses  or  inspection  were  levied  to  discourage  outside  distributors 
when  other  restraints  failed.  Nevertheless,  it  appeared  that  the  net 
result  of  the  expansion  of  distribution  areas  was  a  reduction  in  the 
number  of  obstacles. 

Milk  plants  interested  mainly  in  bulk  milk  were  less  certain  on  the 
whole  that  freedom  of  movement  had  changed  materially.  Repeat- 
edly, they  said  that  their  ability  to  move  milk  across  the  line  of  routine 
inspection  depended  on  the  availability  of  local  supplies.  Health  offi- 
cers had  a  tendency,  as  local  supplies  increased,  to  not  renew  or  to 

"Dean  Milk  Co.  v.  City  of  Madison,  .340  U.  S.  349;  Otto  Milk  Co.  v.  Rose,  375 
Pa.  18,  99  A.  2d  467  (1953)  ;  State  ex  rel  Larson  v.  City  of  Minneapolis,  190  Minn. 
138,  251  N.  W.  121. 

"^Root  V.  Mizel,  92  Fla.  979,  117  So.  380  (1928)  ;  City  of  Alilene  v.  Tennessee 
Dairies,  225  S.  W.  2d  429  (Tex.  Civ.  App.  1949)  ;  City  of  Henry etta  v.  Rose  Lawn 
Dairy,  239  P.  2d  744  (Okla.  1952). 
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terminate  approvals  of  distant  plants  as  sources  of  supply.  This  re- 
flected changes  in  policies,  significant  because  administrative  policy 
often  has  as  much  effect  as  the  written  law.  The  changes  in  policy 
also  are  a  symptom  of  circumstances  that  could  result  in  new  restric- 
tive enactments  being  passed. 

National  Conference  on  Interstate  Milk  Shipments 

The  National  Conference  on  Interstate  Milk  Shipments  is  one  way 
in  which  a  definite  step  toward  freer  movement  of  milk  has  been 
taken.  There  has  been  mention  of  the  strong  tendency  to  confine 
approval  of  milk  supplies  to  local  sources  as  long  as  they  are  adequate. 
But  this  tendency  had  its  converse  in  the  granting  of  approvals  to 
outside  sources  when  local  supplies  were  short.  When  this  happened 
in  the  past  the  health  officer  often  had  neither  time,  funds,  nor  per- 
sonnel to  inspect  and  approve  emergency  sources.  This  may  not  have 
been  so  serious  when  the  emergency  supplies  could  be  obtained  from 
plants  which  were  part  of  the  regular  supply  of  some  large  city.  But 
when  these  sources  ran  short  too,  then  milk  had  to  be  obtained  from 
plants  which  were  unable  to  obtain  acceptable  routine  supervision. 

The  preceding  paragraph  describes  the  situation  from  the  point  of 
view  of  the  deficit  markets.  Plants  in  the  milk  producing  areas  would 
have  been  glad  to  sell  milk  for  fluid  use.  They  found  it  difficult, 
though,  to  persuade  local  health  authorities  to  supervise  a  supply  of 
milk  for  shipment  to  other  parts  of  the  country. 

The  problem  of  the  deficit  markets  in  finding  acceptable  sources, 
and  the  problem  of  surplus  areas  in  establishing  proof  of  the  quality 
of  their  milk  brought  milk  sanitation  officials  of  several  States  and 
the  U.  S.  Public  Health  Service  together  in  a  National  Conference 
on  Interstate  Milk  Shipments  which  first  met  in  1950.  In  this  meet- 
ing and  subsequent  meetings  in  1951,  1952,  1953,  and  1955  a  program 
for  rating  dairy  plants  for  interstate  milk  shipment  was  worked  out. 
Under  this  program,  plants  which  are  under  routine  supervision  of 
an  official  local  or  State  agency  may  be  given  ratings  by  the  State 
milk  control  authority.  The  plant's  supply  must  be  under  an  ap- 
proved program  of  routine  laboratory  control.  Ratings  and  labora- 
tory procedures  of  the  States  are  spot  checked  and  certified  by  the 
Public  Health  Service.  A  list  of  rated  interstate  milk  shippers,  who 
so  request  in  writing,  is  published  quarterly. 

Under  the  Conference's  program,  the  Public  Health  Service  is 
responsible  for  a  standardized  procedure  for  rating  its  own  personnel 
and  State  rating  officials.  There  are  detailed  directions  for  sealing 
shipments,  for  the  form,  contents,  and  distribution  of  copies  of  bills 
of  lading  accompanying  shipments,  and  for  notices  of  degrading.  The 
program  calls  for  each  certifying  State  to  maintain  a  record  of  each 
shipper's  receipts  and  utilization,  based  on  reports  which  are  audited 
periodically. 

The  Conference  has  also  considered  numerous  aspects  of  the  problem 
of  obtaining  healthful  supplies  of  dairy  products,  other  than  the 
mechanics  of  certifying  sources  of  fluid  milk.  Some  of  these  are : 
Certification  of  manufactured  dairy  products  used  in  cream,  flavored 
milk,  buttermilk,  etc. ;  standards  for  canned  sterilized  whole  milk ; 
use  of  inspections  made  by  dairy  plant  fieldmen ;  brucellosis  eradica- 
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tion ;  and  metliods  of  financing  the  sanitary  supervision  of  milk  for 
sale  outside  local  areas. 

The  list  of  sanitation  compliance  ratings  issued  by  the  U.  S.  Public 
Health  Service  on  January  1,  1955,  included  480  plants  located  in  32 
States  and  the  District  of  Columbia.  Wisconsin  led  with  87  plants ; 
Illinois  was  second  with  70;  and  Indiana,  Iowa,  Missouri,  North 
Carolina,  and  Oklahoma  each  had  25  or  more. 

Qualifications  of  Sanitarians 

Confidence  is  indispensable  where  one  jurisdiction  is  to  accept  milk 
produced  under  the  supervision  of  another  jurisdiction.  The  basis 
for  confidence  rests  in  part  on  the  qualifications  of  the  supervising 
sanitarians.  There  is  evidence  that  more  attention  is  being  given  to 
this  problem.  Five  States  now  have  legislation  requiring  the  regis- 
tration of  sanitarians.  Such  laws  cover  men  employed  in  food 
control  and  other  phases  of  environmental  sanitation  as  well  as 
milk  sanitarians. 

The  International  Association  of  Milk  and  Food  Sanitarians  has 
given  its  attention  to  the  matter  of  professional  qualifications  of  sani- 
tarians (S).  A  committee  of  that  Association  has  recommended 
standards  covering  the  definition  of  "sanitarian,"  and  the  qualifica- 
tions of  education,  experience,  and  personal  attributes  that  are  de- 
sirable in  a  sanitarian. 

Harold  S.  Adams,  chairman  of  the  committee  referred  to  above, 
writes,  "While  it  must  be  admitted  that  not  all  appointments  to  posi- 
tions in  the  milk  control  field  are  based  on  merit,  and  that  political 
appointments  are  still  made,  the  overall  trend  is  decidedly  toward  the 
appointment  of  men  who  by  training  or  experience,  or  by  both,  are 
qualified  to  do  regulatory  work.  The  membership  of  the  Interna- 
tional (Association  of  Milk  and  Food  Sanitarians,  Inc.)  alone  has 
grown  by  more  than  one  thousand  members  within  the  past  five  years 
and  this  is  indicative  of  a  trend  and  a  desire  on  the  part  of  milk 
sanitarians  to  keep  abreast  of  new  technological  developments  and 
to  learn  more  about  improved  regulatory  procedures."  ^^ 

OTHER  STANDARDS  FOR  PRODUCT  OR  SERVICE 

STANDARDS  OF  COMPOSITION  AND  IDENTITY 

Variation  in  standards  of  composition  for  milk  and  dairy  products 
is  a  potential  source  of  discrimination  among  States.  Hillman  et  al. 
acknowledged  that  the  variations  were  small,  but  stressed  the  possible 
inconvenience  and  expense  to  firms  doing  interstate  business  {SS,  p. 
47). 

In  the  marketing  of  bulk  whole  milk,  it  is  customary  for  the  selling 
plant  to  standardize  the  milk-fat  test  to  the  buyer's  specifications,  so 
there  is  no  burden  or  unusual  difficulty  in  making  adjustments  to 


By  letter,  March  18,  1955,  and  May  3,  1955. 
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State  standards.^^  Also,  most  bottled  milk  contains  3.5  to  4.0  percent 
of  milk  fat,  Avhile  most  State  standards  require  minimums  of  only 
3.0  to  3.25  percent  (the  highest  in  1953  was  3.5  percent)  (69).  In 
the  marketing  of  packaged  fluid  milk  and  related  products  the  prob- 
lem of  butter  fat  standards  is  more  serious.  Parts  of  the  distribution 
area  served  by  a  single  plant  may  lie  in  two  or  more  States,  and  it 
would  be  expensive  to  package  milk  of  different  composition  for  each 
State.  Meeting  the  highest  standard  may  be  a  competitive  handicap 
in  areas  where  the  standards  are  lower. 

A  summary  of  selected  standards  for  dairy  products  shows  differing 
amounts  of  variability  (table  17) .  The  minimum  fat  content  of  butter 
is  80  percent  in  every  instance.  Other  products  show  varying  ranges 
in  standards — for  7nilk  sherbet  the  highest  State  standard  for  mini- 
mum milk  fat  content  is  five  times  as  high  as  the  lowest  State  standard, 
a  range  from  2  to  10  percent. 

Standards  of  composition  and  identity  perform  a  useful  function 
in  protecting  consumers  against  adulteration  and  fraud.  But  a  prob- 
lem arises  when  the  standards  are  so  drawn  that  experimentation  with 
new  products  is  discouraged  or  prevented.  Technological  develop- 
ments, changes  in  eating  habits  and  changes  in  economic  conditions 
all  may  justify  the  introduction  of  new  types  of  dairy  products. 

An  example  of  a  new  product  whose  adoption  was  retarded  by 
existing  standards  is  "half-ajKl-half,"  the  product  which  is  approxi- 
mately half  milk  and  half  light,  or  coffee,  cream.  It  first  appeared 
on  the  market  before  World  War  II  (S^)-  Its  widespread  adoption 
was  retarded  by  the  fact  that,  under  some  standards,  any  product  for 
which  there  was  no  specific  standard  could  not  legally  be  sold. 

It  is  understandable  that  dairy  laws  written  years  ago  might  have 
failed  to  provide  for  products  then  unknown.  It  has  sometimes  been 
difficult  to  get  the  necessary  changes  made  to  sanction  new  products. 
New  products  often  are  substitutes  for  older  products,  potentially 
conducive  to  fraud,  and  if  closely  competitive  they  may  be  highly 
disruptive  in  the  market. 

To  assess  fairly  the  various  reasons  for  not  sanctioning  new  products 
is  one  of  the  most  difficult  problems  in  the  field  of  dairy  regulation. 
The  struggle  over  oleomargarine  legislation  may  seldom  be  equalled 
for  bitterness.  Currently,  the  products  over  which  standards  are  at 
issue  range  from  filled  milk  and  filled  cheese,  through  frozen  desserts 
made  with  fats  other  than  milk  fats,  frozen  desserts  using  only  milk 
fat  and  solids-not-fat,  but  outside  the  legal  limits  for  ice  cream  and 
sherbet,  down  to  dairy  products  which  are  modified  only  by  the  addi- 
tion of  nonfat  dry  milk.  Vitamin  fortification  is  one  of  the  recent 
practices  on  which  State  standards  disagree.  It  is  reported  that  21 
States  permitted  multi-vitaniin  fortification  of  whole  and  skim  milk 
in  the  fall  of  1954  (^,  p.  128). 

^^  There  are  some  States  in  which  standardizing  (adjusting  the  milk-fat  content 
by  adding  or  removing  cream  or  skim  milk)  is  not  legal.  Whole  milks  of  differing 
milk-fat  percentages  may  be  blended,  but  this  is  an  inconvenient,  and  sometimes 
impractical,  means  of  accomplishing  the  desired  adjustment. 
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Table  17. — Summary  of  Federal  and  State  standards  for  the  composition  of 

milk  products 

[Minimum  percentl 


Milk: 
Milk  fat 

Nonfat  milk  solids 

Total  milk  solids 

Cream: 
Milk  fat 

Evaporated  milk: 

Milk  fat 

Total  milk  solids 

Sweetened  condensed  milk: 

Milk  fat 

Total  milk  solids 

Butter: 
Milk  fat 

Skim  milk: 
Total  milk  solids 

Condensed  skim  milk: 
Total  milk  solids 

Dried  milk: 

Milk  fat 

Water 

Nonfat  dry-milk  solids: 

Milk  fat 

Water 

Plain  ice  cream: 

Milk  fat 

Total  milk  solids 

Weight  per  gallon 

Food  solids  per  gallon 

Fruit,  nut,  or  chocolate  ice  cream 

Milk  fat 

Total  milk  solids 

Weight  per  gallon 

Food  solids  per  gallon 

Frozen  custard: 

Milk  fat 

Total  milk  solids 

Weight  per  gallon 

Egg  yolks  per  00  lbs 

Milk  sherbet: 

Total  milk  solids 

Acid 

Stabilizer 

Weight  per  gallon 

Ice  milk: 

MDk  fat 

Total  milk  solids 

Stabilizer 

Weight  per  gallon 

Cheddar  cheese: 

Milk  fat  in  solids 

Water 

Swiss  cheese: 
Milk  fat  in  solids 


Number  of 
standards  > 


Low 


52 
38 
36 

52 

46 
46 

45 
45 

50 

26 

15 

19 
19 

8 
19 

51 
25 
29 
28 

51 
23 
28 
27 

35 
18 
14 
15 

22 
26 
12 


23 
11 
17 


43 
33 

21 


3.00 

8.00 

11.00 

16.00 

7.70 
25.50 

7.70 
25.00 

80.00 

8.00 

18.00 

26.00 
5.00 


8.00 

18.00 

4.25 

1.60 

6.00 

14.00 

4.25 

1.40 

6.00 

14.00 

4.25 

2.50 

2.00 
.35 
.50 

4.25 

2.00 

10.00 

.50 

4.25 

50.00 
38.00 

43.00 


High 


3.80 

9.00 

12.00 

22.00 

7.90 
26.50 

8.50 
28.00 

80.00 

9.30 

24.00 

27.00 
5.00 


50 
00 


14.00 

21.00 

4.75 

1.80 

12.00 

21.00 

4.75 

1.80 

14.00 

20.00 

4.75 

5.00 

10.00 

.40 

1.00 

6.00 

4.00 

14.00 

.60 

6.00 

50.00 
40.00 

45.00 


Mode 


3.25 

8.50 
11.75 

18.00 

7.80 
25.50 

8.00 
28.00 

80.00 

8.50 

20.00 

26.00 
5.00 


50 
00 


(?) 


10.00 

18.00 

4.50 

1.60 

8.00 

14.00 

4.50 

1.60 

10.00 

18.00 

4.50 

5.00 

4.00 
.35 
,50 


3.00 

14.00 

.50 

4.50 

50.00 
39.00 

45.00 


>  Number  of  jurisdictions  which  indicate  a  specific  standard.    Ba^ed  on  a  total  of  53  jurisdictions  in- 
cluding the  48  States,  Alaska,  Hawaii,  Puerto  Rico,  the  District  of  Columbia,  and  the  Federal  Government. 
'  2-4.5,  2-5.5,  2-6.0. 

Based  on  "Federal  and  State  Standards  for  the  Composition  of  ISIilk  Products,"  Agriculture  Handbook 
No.  51,  U.  S.  Dept.  Agr.,  January  1953. 

CONTAINERS 

One  of  the  significant  trends  in  dairy  marketing  methods  has  been 
the  growing  use  of  containers  holding  more  than  one  quart  (i,  p.  104) . 
This  development  also  has  been  restricted  by  laws  which  specify  the 
sizes  of  containers  which  shall  be  legal,  but  which  fail  to  list  half- 
gallon  and  gallon  sizes.  Again,  a  law  intended  to  protect  consumers 
against  fraud  has  served  also  to  protect  established  practices  against 
a  new  competitor. 
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BULK  DISPENSING 

Wainness  commented  that  "milk  has  been  dipped,  ladled,  poured, 
siphoned,  drawn  from  and  pumped  from"  bulk  containers  for  many 
years  (77,  p.  76).  Sanitation  was  largely  ignored,  and  not  until  the 
1930's  was  dispensing  equipment  developed  that  was  satisfactory  from 
a  public  health  standpoint.  There  are  still  a  few  States  that  do  not 
approve  bulk  dispensers.  Some  of  the  States  which  do  permit  their 
use  have  regulations  which  prevent  them  from  reaching  their  maxi- 
mum usefulness,  regulations  which:  do  not  permit  milk  to  be  kept 
in  the  dispenser  more  than  24  to  48  hours;  regulate  the  quantity  of 
milk  which  may  be  dispensed  in  a  single  serving ;  permit  only  specified 
sizes  of  dispenser  cans;  and  permit  the  dispensers  to  be  used  only  in 
specified  locations. 

VENDING  MACHINES 

Another  recent  milk  merchandising  development  which  has  en- 
countered regulatory  handicaps  is  the  use  of  vending  machines  which 
dispense  packaged  milk.  The  type  for  indoor  use  appears  to  have 
encountered  no  serious  regulatory  restrictions.  Use  of  outdoor-type 
machines,  on  the  other  hand,  has  been  limited  sharply  in  a  number 
of  jurisdictions.  In  some  instances,  they  have  been  directly  prohib- 
ited. In  other  instances,  building  codes  and  zoning  regulations  have 
been  invoked  against  them. 

Direct  prohibition  of  the  use  of  outdoor-type  milk  vending  machines 
appears  to  be  arbitrary  and  discriminatory.  The  motive  for  such  an 
extreme  regulation  seems  to  be  mainly  a  desire  to  protect  established 
methods  of  sale  from  competition.  The  same  motive  may  lie  behind 
the  discriminatory  application  of  building  codes  and  zoning  ordi- 
nances, but  in  these  instances  there  are  substantial  matters  of  fact 
involved :  Under  the  building  code,  does  the  structure  meet  reasonable 
requirements  of  public  safety  and  sanitation  ?  Under  the  zoning  laws, 
is  the  activity  generated  by  an  outdoor  milk  vending  machine  mate- 
rially different  than  other  activities  permitted  in  the  given  zone? 

STATE  AND  FEDERAL  CONTROL  OF  MILK  PRICES 

INTRODUCTION 

Beginning  about  World  War  I,  there  began  to  develop  a  system  of 
marketing  fluid  milk  in  the  United  States  which  featured  the  organi- 
zation and  attempted  control  of  the  supply  by  producers.  Such  groups 
bargained  with  dealers  over  prices,  more  or  less  successfully,  up  until 
the  beginning  of  the  general  depression  of  the  1930's,  when  it  became 
necessary  to  bring  governmental  powers  to  their  aid.  During  the 
1930's,  the  Federal  Government  and  nearly  half  the  States  set  up 
laws  to  regulate  prices  of  milk  to  be  paid  to  producers.  In  many  in- 
stances prices  at  which  milk  dealers  sold  milk  were  regulated  also. 

Necessity  for  Control 

The  necessity  for  governmental  intervention  in  milk  marketing 
arises  from  certain  compelling  characteristics  of  the  supply  of  and 
demand  for  milk.    Both  the  supply  of  milk  (at  the  farm  level)  and 
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demand  for  it  by  consumers  are  inelastic,  that  is,  production  and  con- 
sumption respond  slowly  and  imperfectly  to  changes  in  price.  Pro- 
duction persistently  fluctuates  between  a  spring  peak  that  may  be 
20  to  40  percent  above  the  monthly  average  for  the  year  to  a  low  point 
in  the  fall,  10  to  30  percent  below  the  average.  Sales,  on  the  other 
hand,  reach  peaks  of  only  3  or  4  percent  above  average  (and  this 
mostly  during  months  in  which  production  is  below  average)  and 
low  points  5  to  7  percent  below  average  (mostly  during  July  when 
production  is  still  above  average  (i^). 

Price  is  imperfectly  effective  in  bringing  production  and  consump- 
tion into  balance  seasonally.  Milk  which  cannot  be  sold  as  fresh  bot- 
tled milk,  therefore,  is  made  into  manufactured  products. 

If  production  and  consumption  of  milk  were  nicely  balanced 
throughout  the  year,  each  city  would  be  surrounded  by  a  supply  area 
within  which  milk  producers  would  receive  higher  prices  for  their 
milk  than  could  be  paid  by  milk  manufacturing  plants.  The  fact  that 
milk  for  fluid  use  is  subject  to  more  rigid  sanitary  requirements  than 
is  milk  for  manufacture  accounts  for  much  of  the  dilference  in  price 
that  usually  is  found.  A  further  factor  is  that  most  cities  must 
gather  milk  over  a  wider  area  than  is  usually  served  by  any  single  milk 
manufacturing  plant,  and  the  price  at  the  city  must  reflect  the  cost  of 
transporting  milk  the  added  distance.  It  costs  more  to  ship  milk  a 
given  distance  than  it  does  to  ship  the  products  which  may  be  made 
from  that  milk. 

Granting  the  need  to  convert  part  of  the  fluid  milk  supply  into 
manufactured  products,  and  the  difference  in  price  of  milk  used  for 
fluid  and  for  manufacturing  purposes,  it  is  evident  that  the  net  return 
available  to  farmers  for  part  of  a  city's  milk  supply  is  less  than  the 
price  at  which  milk  for  bottling  purposes  will  be  continuously 
available. 

The  Flat  Price  Plan 

In  unregulated  markets,  with  producers  unorganized,  dealers  may 
adjust  to  the  supply,  demand,  and  price  situation  just  discussed  by 
buying  on  a  "flat"  price  the  year  around.  They  would  then  lose  money 
on  surplus  milk,  but  this  loss  could  be  covered  by  setting  a  wider  margin 
on  fluid  milk  sales  than  needed  to  cover  the  direct  costs  of  processing 
and  distributing.  Such  a  policy  turns  out  to  be  most  unstable,  for  any 
dealer  who  can  avoid  buying  any  milk  in  excess  of  his  requirements 
for  fluid  milk  sales  may  make  huge  profits,  or  may  cut  retail  prices  to 
a  level  that  will  not  cover  the  costs  of  handling  surplus  milk.  Simi- 
larly, any  dealer  who  can  find  a  buyer  for  his  "surplus"  at  anything 
above  the  value  of  the  milk  for  manufacturing  purposes  fi.nds  it  highly 
profitable.  Dealers'  efforts  to  exploit  these  opportunities  have  repeat- 
edly led  to  the  breaking  down  of  flat  price  systems. 

The  Classified  Price  Plan 

The  classified  price  s^^stem  was  substituted  for  flat  pricing  in  order 
to  remove  the  temptations  inherent  in  flat  pricing.    With  classified 

Ericing,  the  dealer's  margin  on  sales  of  fluid  milk  no  longer  needed  to 
e  wide  enough  to  cover  losses  on  the  surplus.     Milk  for  each  use  was 
priced  close  to  its  net  value.    But  markets  continued  to  be  disrupted 
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where  classified  price  plans  were  established  by  negotiation  between 
producers  and  dealers.  Dealers  who  remained  outside  the  plan  and 
who  had  less  surplus  than  the  market  average  could  profit  more  than 
those  who  accepted  the  plan.  They  could  buy  milk  at,  or  a  little 
above,  the  average  or  "blend"  price  established  by  the  classified  price 
plan.  By  minimizing  their  surplus,  they  would  be  buying  milk  for 
fluid  sales  at  less  than  the  price  (Class  1)  established  for  this  use  by 
the  plan.  Thus,  the  common  description  of  such  operations,  "Buy  at 
the  blend  and  sell  at  Class  I." 

Evaluation  of  Control 

The  unsettled  condition  of  fluid  milk  markets  which  brought  about 
State  and  Federal  regulation  of  milk  prices  in  the  early  1930's  was  due 
to  more  than  a  simple  breakdown  of  the  methods  of  pricing  milk  to 
producers.  Extreme  economic  distress  and  outbreaks  of  violence  were 
problems  that  had  to  be  solved.  The  goal  was  to  raise  prices,  as  well 
as  to  stabilize  them  in  relation  to  farmers'  alternatives  which  then 
were  poor  indeed. 

As  the  depths  of  the  depression  were  passed,  milk  price  control  pro- 
grams were  relied  on  increasingly  to  bring  stability  alone,  rather  than 
to  raise  prices  out  of  relation  to  farmers'  and  milk  dealers'  alternative 
opportunities.  Restraints  on  economic  activity  which  were  accepted 
in  more  critical  times  have  been  increasingly  brought  into  question. 

Control  has  been  exercised  over  the  prices  at  which  dealers  buy  milk 
from  farmers,  and  at  which  dealers  sell  to  their  customers.  When 
milk  price  controls  were  first  adopted  in  the  early  1930's,  both  State 
and  Federal  programs  regulated  resale  prices.  The  Federal  Govern- 
ment soon  gave  up  its  control  over  resale  prices,  as  did  some  States. 
Control  over  prices  to  producers  is  considered  necessary  mainly  to 
stabilize  and  maintain  income.  Control  over  resale  prices  is  advocated 
in  part  as  being  necessary  to  ensure  the  successful  regulation  of  prices 
to  producers,  and  in  part  to  stabilize  and  maintain  the  income  of  milk 
dealers. 

State  and  Federal  control  of  milk  prices  is  of  interest  in  this  study 
because  the  supplemental  provisions  needed  to  make  price  regulations 
effective  are  potentially  impediments  to  the  movement  and  mer- 
chandising of  milk. 

In  total,  prices  to  producers  are  regulated  by  governmental  agencies 
for  about  38  percent  of  the  milk  produced  in  the  United  States  and 
68  percent  of  the  nonfarm  population  buy  this  milk. 

Legal  Aspects  of  Economic  Controls 

Various  economic  controls  over  the  distribution  of  milk  have  gen- 
erally been  held  to  be  properly  within  the  police  powers  of  the  States 
as  properly  regulating  an  industry  "affected  with  a  public  interest," 
provided  that  the  State  does  not  thereby  invade  the  interstate  com- 
merce jurisdiction  of  the  Federal  Government.  Most  of  these  regula- 
tions have  taken  the  form  of  minimum  pricing  regulations,  applicable 
to  purchases  from  farmers  and/or  resales  to  the  public.^''    The  State 

"  See,  e.  ??.,  Nehhia  v.  New  York,  291  U.  S.  502 ;  Hammer'berg  v.  Leinert,  132 
Conn.  596,  46  A.  2d  420 ;  Savage  v.  Martin,  61  Oregon  660,  91  P.  2d  273 ;  Harris- 
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of  New  York  also  regulates  procurement  within  the  State  by  licensing 
requirements  on  a  modfied  "convenience  and  necessity  basis"  and  such 
regulation  has  also  been  upheld  as  to  intrastate  operations.^^ 

The  State  may  not.  however,  by  means  of  any  such  regulation,  regu- 
late transactions  in  milk  beyond  its  borders  ^^  or  prevent  milk  from 
within  its  borders  from  moving  to  another  state  so  as  to  protect  its 
local  milk  requirements.^^ 

Tlie  Federal  Government  through  the  Agricultural  Marketing 
Agreement  Act  of  1937,  as  amended  (7  U.  S.  C.  601  et  seq.)  has  juris- 
diction to  issue  regulatory  orders  for  the  minimum  pricing  of  milk 
in  or  affecting  interstate  commerce.  The  Supreme  Court  has  upheld 
the  constitutionality  of  such  regulations.^^  Under  the  act,  the  Secre- 
tary of  Agriculture  may  act  jointly  with  a  State  authority  in  issuing 
appropriate  orders.  The  act  does  not  provide  for  fixing  resale  prices 
as  between  handlers  or  to  the  consuming  public.  If  the  Federal 
Government  has  not  entered  the  field  by  the  issuance  of  its  own  order, 
a  State  may  issue  a  price-fixing  order  applicable  to  milk  produced 
within  the  State  but  which  later  moves  in  interstate  commerce.^^ 
A  State  also  may  fix  resale  price  on  milk  w^hich  originates  beyond  its 
borders  but  is  sold,  at  retail,  within  the  State.^^ 

FEDERAL  MILK  MARKETING  ORDERS 


Authorization 

Federal  orders  in  their  present  form  are  issued  under  the  atuhori- 
zation  of  the  Agricultural  Marketing  Agreement  Act  of  1937  {67). 
In  this  Act,  Congress  stated  its  policy  regarding  milk  to  be  carried 
out  under  the  Act  in  these  terms : 

1.  *  *  *  "To  establish  and  maintain  such  orderly  marketing  condi- 
tions *  *  *  in  interstate  commerce  as  will  establish  prices  to  farmers 
(parity  prices).  *  *  *  The  prices  which  it  is  declared  to  be  the  policy 
of  Congress  to  establish  *  '^  *  shall  be  adjusted  to  reflect  the  price  of 
feeds,  the  available  supplies  of  feeds  and  other  economic  conditions 
which  affect  market  supply  and  demand  for  milk  or  its  products.  *  *  * 


hurg  Dairies  v.  Eisaman,  46  Dauph  122,  affirmed  338  Pa.  58,  11  A.  2d  875 ;  State 
V.  Auclair,  110  Vt.  147,  4  A.  2d  107 ;  State  ex  rel.  Dept.  of  Agric.  v.  Marriott,  237 
Wis.  607,  296  N.  W.  622,  appeal  dism  :  Renter  v.  State  of  Wis.  ex  rel.  Dept. 
of  Agric,  314  U.  S.  571 ;  Borden's  Farm  Products  v.  Ten  Eyck,  297  U.  S.  251 ; 
Highland  Farms  v.  Agneio,  300  U.  S.  608;  Taylor  v.  State  ex  rel.  Alabama  State 
Milk  Control  Ed.,  237  Ala.  178,  186  So.  463 ;  Ex  parte  Willing,  12  Cal.  2d  591,  86 
P.  2d  663;  Miami  Home  Milk  Prod.  Assn.  v.  Milk  Control  Board,  124  Fla.  797, 

169  So.  541;  GiJ)l)s  v.  Milk  Control  Bd.  of  Georgia,  185  Ga.  844,  196  S.  E.  791; 
Albert  v.  Milk  Control  Board,  210  Ind.  283,  200  N.  E.  688 ;  Rohrer  v.  Milk  Control 
Board,  322  Pa.  257,  186  A.  336.     Contra-Maryland  Coop.  Milk  Prod.  v.  Miller, 

170  Md.  81,  182  A.  432 ;  Roivell  v.  State  Board,  98  Utah  353;  99  P.  2d  1. 
"Agriculture  and  Markets  Law  of  New  York  State,  Sec.  258j. 

^*  Baldwin  v.  Seelig,  294  U.  S.  511,  which  held  that  New  York  State  could  not 
fix  minimum  prices  to  producers  who  deliver  to  plants  outside  of  New  York  State. 

^^  H.  P.  Hood  d  Sons  v.  DuMond,  336  U.  S.  525. 

^^  United  States  v.  Rock  Royal,  307  U.  S.  .533  (1939)  ;  H.  P.  Hood  d  Sons  v. 
United  States,  307  U.  S.  588  (1939)  ;  United  States  v.  Wright  Dairy  Co., 
315  U.  S.  110  (1943). 

^"^  Milk  Control  Board  v.  Eisenberg  Farms,  306  U.  S.  346   (1939). 

^  County  Board  of  Arlington  County  et  al.  v.  State  Milk  Commission,  346  U.  S. 
932 ;  motion  for  leave  to  file  petition  for  rehearing  denied,  347  U.  S.  924. 
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Wlienever  the  Secretary  (of  Agriculture)  finds  *  *  *  that  the 
(parity)  prices  *  *  *  are  not  reasonable  in  view  of  the  (above  condi- 
tions) he  shall  fix  such  prices  as  he  finds  will  reflect  such  factors, 
insure  a  sufficient  quantity  of  pure  and  wholesome  milk,  and  be  in  the 
public  interest.  *  *  * 

The  Secretary  of  Agriculture  may  issue  an  order  regulating  prices 
to  producers  who  supply  any  marketing  area  when  they  ask  for  and 
approve  the  order,  and  when  he  finds  that  an  order  will  effectuate  the 
purposes  of  the  Act. 

Tne  Act  requires  that  producer  prices  be  established  on  a  "classified 
use"  basis.  Orders  may  provide  for  the  payment  of  prices  which  will 
be  uniform  either  to  all  producers  selling  to  a  given  handler  (individ- 
ual handler  pool),  or  to  all  producers  of  all  handlers  under  the  order 
(marketwide  pool),  subject  to  appropriate  differentials.  An  order 
may  provide  that  payments  to  a  new  producer,  "for  the  period  begin- 
ning with  the  first  regular  delivery  by  such  producer  and  continuing 
until  the  end  of  two  full  calendar  months  following  the  first  day  of 
the  next  succeeding  calendar  month,  shall  be  made  at  the  price  for 
the  lowest  use  classification  =i    *  *  " 

The  act  provides  that:  "No  marketing  *  *  *  order  *  *  *  shall 
prohibit  or  in  any  manner  limit,  in  the  case  of  the  products  of  milk, 
the  marketing  in  that  area  of  any  milk  or  product  thereof  produced 
in  any  production  area  in  the  United  States."  ^^ 

The  application  of  the  act  is  specifically  to  the  establishment  and 
maintenance  of  orderly  marketing  in  interstate  commerce. 

The  language  of  the  act,  "sufficient  quantity  of  pure  and  whole- 
some milk,"  has  implications  significantly  related  to  the  movement 
of  milk.  The  administration  of  the  orders,  keyed  to  this  directive 
has  been  attended  by  criticisms  and  complaints,  often  indicative  of 
disagreement  over  the  purpose  of  the  orders  and  over  the  necessity 
for  the  methods  that  are  used  to  fulfill  this  purpose. 

Adequate  Supply 

The  stated  intent  of  the  act  is  that  sufficient  milk  be  available  at 
all  times  to  fulfill  the  market  area's  need  for  pure  and  wholesome 
milk. 

The  "adequate  supply"  standard  prescribed  by  the  act  has  an  im- 
portant role  in  the  determination  of  policies  for  the  administration 
of  the  program  and  some  complaints  that  the  Federal  orders  restrict 
the  movement  of  milk  fundamentally  rest  on  disagreement  over  what 
constitutes  an  adequate  supply.  The  principal  complaint  has  been 
that  in  administering  the  orders,  prices  have  been  set  too  high,  that 
this  tended  to  bring  forth  a  more  than  adequate  supply,  and  that 

**  A  United  States  Court  of  Appeals  held  that  "unless  the  statute  is  interpreted 
to  mean  that  the  language  'or  in  any  manner  limit'  refers  to  milk  products,  then 
the  language  'in  the  case  of  the  products  of  milk'  is  without  meaning  and  might 
as  well  have  been  left  out  of  the  Act."  The  court  concluded  that  provisions 
of  the  order  which  might  limit  the  marketing  of  milk  were  within  the  authority 
of  the  act.     (Bailey  Farm  Dairy  Co.  et  al.  v.  Anderson,  157  F.  2d  87,  Sept.  1946). 
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the  orders  have  adopted  provisions  restricting  the  movement  of  milk 
in  order  to  offset  the  higher  prices. 

The  purpose  of  the  discussion  in  the  following  pages  is  primarily 
to  evaluate  the  order  provisions  which  may  be  restrictive  in  this 
manner. 

Measurement 

There  are  several  elements  in  measuring  whether  a  supply  is  ade- 
quate by  this  standard:  One  concerns  the  definition  of  purity  and 
wholesomeness ;  another  concerns  the  uses  to  which  the  supply  should 
be  related ;  a  third  is  the  interval  of  time  over  which  a  balance  must 
be  assured;  and  a  fourth  concerns  the  extent  of  reliance  on  "local" 
as  contrasted  with  "outside"  sources. 

In  administering  orders  under  the  act,  pure  and  wholesome  milk 
is  considered  to  be  milk  which  is  acceptable  to  the  health  authorities 
in  the  marketing  areas.  Had  Congress  intended  other  standards  to 
be  used,  presumably  they  would  have  been  set  out  in  the  act. 

In  the  health  ordinances  of  some  cities,  inspection  and  approval  is 
required  only  for  the  milk  used  for  fresh  fluid  milk ;  cream,  skim  milk, 
chocolate  milk,  etc.  being  permitted  to  come  from  uninspected  milk. 
Other  markets  require  the  same  inspection  and  approval  for  all  milk 
utilized  in  any  bottled  milk  products.  There  is  a  growing  tendency 
among  city  health  departments  to  require  such  approval  also  for  milk 
used  in  certain  manufactured  products. 

The  Federal  orders  usually  include  in  Class  I  those  products  which 
must  be  made  from  milk  meeting  local  sanitary  requirements  for  fluid 
milk.  Thus  Class  I  milk  under  one  order  may  be  used  in  more  prod- 
ucts than  Class  I  milk  under  another  order. 

The  uses  for  which  the  supply  must  be  adequate  are  usually  those 
included  in  Class  I — the  supply  of  milk  of  the  quality  specified  by 
the  health  authorities  must  at  least  equal  sales  in  this  class  to  be 
considered  adequate. 

Because  of  day-to-day  fluctuations  in  production  of  milk  and  of 
Class  I  sales,  over  a  period  of  a  month  there  must  be  a  substantial  ex- 
cess of  supply  over  actual  Class  I  sales.  It  is  generally  considered 
that  this  operating  reserve  needs  to  be  15  to  20  percent  in  excess  of 
Class  I  sales. 

There  is  a  problem  of  assuring  an  adequate  supply  not  only  from 
day  to  day,  but  from  season  to  season  and  year  to  year.  Seasonal 
patterns  of  production  and  sales  are  fairly  predictable.  Since  pro- 
ducers willing  and  able  to  meet  sanitary  standards  for  fluid  milk  often 
are  not  available  instantly  when  needed,  dealers  customarily  buy 
year-round  from  as  many  producers  as  needed  to  supply  requirements 
in  the  season  of  lowest  production.  The  extra  production  during 
other  seasons  constitutes  the  seasonal  reserve. 

Year-to-year  fluctuations  in  levels  of  production  and  sales  also  are 
a  factor  in  the  adequacy  of  supply.  During  the  past  20  years,  or  even 
the  past  10,  there  have  been  periods  when  fluid  milk  markets  gen- 
erally had  supplies  far  in  excess  of  Class  I  sales  plus  operating  and 
seasonal  reserves,  alternating  with  other  periods  when  these  markets, 
in  the  low  production  months,  were  in  a  scramble  to  find  "emergency" 
supplies. 

When  a  price  policy  is  being  appraised  on  the  basis  of  whether  it 
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has  resulted  in  an  adequate  supply,  criticism  based  on  periods  of  over- 
supply  must  be  tempered  if  under  the  same  price  policy  the  same 
markets  have  experienced  periods  of  undersupply. 

Granted  that  an  adequate  supply  must  cover  day-to-day  and  sea- 
sonal variations,  and  that  year-to-year  fluctuations  may  also  occur, 
there  is  a  question  whether  the  balance  should  be  achieved  from  wholly 
local  sources,  or  whether,  and  to  what  extent,  availability  of  "out- 
side" sources  should  enter  the  calculation. 

The  distinction  between  local  and  outside  for  this  purpose  is  usually 
in  terms  of  direct  routine  supervision  by  the  local  health  authorities. 
In  another  sense  local  means  the  contiguous  milkshed  area  adjacent 
to  a  given  city  or  metropolitan  area.  Since  some  farms  and  milli 
plants  in  such  a  milkshed  may  not  ship  to,  or  be  under  the  supervision 
of,  the  given  city  they  would  be  considered  to  be  outside  for  purposes 
of  deciding  whether  they  are  part  of  the  available  supply. 

The  most  rigorous  policy  would  require  pricing  to  bring  forth  an 
adequate  supply  of  local  milk  under  all  circumstances.  Such  a  policy 
would  be  considered  a  failure  if  under  any  circumstances  outside  milk 
were  needed  to  meet  Class  I  needs  in  the  market. 

As  the  other  extreme  would  be  a  policy  of  setting  prices  so  low  that 
local  milk  would  be  sufficient  only  at  the  season  of  highest  production, 
with  outside  source  milk  depended  on  to  make  up  the  deficit  in  supplies 
during  the  short  season. 

Assuming  that  quality  of  the  available  outside-source  milk  is  equal 
to  that  of  local  milk  and  that  the  services  performed  by  outside  sources 
are  comparable  with  those  provided  locally,  it  is  possible  to  w^ork  out  a 
theoretical  balance  between  local  supplies  and  outside-source  milk  that 
will  give  the  market  sufficient  supplies  at  lowest  cost. 

The  assumptions  underlying  such  a  theoretical  analysis  are  difficult 
or  impossible  to  evaluate  for  practical  purposes.  First,  under  the  sani- 
tary regulations  of  many  cities  outside-source  milk  is  not  considered 
equal  in  quality  to  local  milk.  Second,  further  limitations  were  found 
in  the  attitudes  of  milk  dealers  surveyed  during  the  course  of  this  study. 
The  majority  of  these  dealers  (including  those  in  some  cities  where 
Class  I  prices  were  much  higher  than  the  "Wisconsin-plus"  figure) 
stated  that  they  preferred  to  obtain  their  supplies  from  local  sources. 
Reasons  given  included:  (a)  The  quality  of  local  supplies  could  be 
controlled  more  readily  than  that  of  outside-source  milk,  (b)  local 
supplies  were  more  reliable  than  outside  supplies,  both  in  the  sense 
that  quality  was  more  reliable  and  that  the  time  of  delivery  was  more 
reliable,  and  (c)  when  outside  milk  was  needed,  it  was  not  always  read- 
ily available  or  was  available  only  at  prices  much  higher  than  local 
milk.  Third,  marketing  arrangements  between  local  producers'  coop- 
eratives and  local  milk  distributors  may  make  it  advantageous  for  the 
distributors  to  get  milk  supplies  locally  for  reasons  other  than  price. 
Fourth,  health  departments  generally  prefer  to  have  the  milk  supply 
under  their  direct  supervision.  To  keep  the  cost  of  inspection  within 
their  budgets  they  may  favor  local  milk,  regardless  of  milk  prices. 

In  general,  dealers  and  producers  in  most  markets  take  the  position 
that  an  adequate  supply  of  milk  is  one  that  will  meet  Class  I  require- 
ments in  the  season  of  lowest  production  and  that  they  need  this  supply 
from  local  or  nearby  sources.  However,  the  attitude  toward  defining 
"adequate  supply"  in  any  market  may  vary  with  the  availability  of 
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supplies  of  outside-source  milk  of  suitable  quality,  and  the  adequacy  of 
local  milk  supplies,  under  existing  institutional  and  regulatory  con- 
ditions. 

The  influence  which  local  standards  for  purity  and  wholesomeness 
may  have  on  the  terms  of  a  Federal  order  are  illustrated  by  the  order 
regulating  the  New  York  City  marketing  area.  The  city  will  not 
inspect  plants  beyond  the  western  boundary  of  Pennsylvania.  Also, 
the  city,  in  common  with  many  other  markets,  permits  cream  to  be 
obtained  only  from  farms  and  plants  meeting  the  requirements  for 
supplying  fluid  milk.  The  order  accordingly  prices  milk  used  for 
cream  so  that  the  plants  in  the  outer  zones  of  the  milkshed  will  obtain 
about  as  great  a  net  return  from  shipping  cream  and  fluid  skim  milk 
products  to  market  as  would  be  obtained  from  shipping  fluid  whole 
milk.  The  resulting  price  for  fluid  cream  at  New  York  is  higher  than 
in  Boston  and  Philadelphia  by  approximately  $6  per  40-quart  can 
of  40  percent  cream  (2  cents  per  half  pint  of  light  cream — 20  percent 
butterfat).  Were  the  New  York  City  Health  Department  willing 
to  inspect  midwestern  plants  and  its  requirements  were  approximately 
equivalent  to  those  of  the  fluid  milk  markets  for  which  these  plants 
are  presently  qualified,  they  could  be  expected  to  offer  cream  for  ship- 
ment into  New  York  at  prices  commensurate  with  those  prevailing  in 
Boston  and  Philadelphia.  The  cream  price  provisions  of  the  order 
would  undoubtedly  be  revised. 

Supply  Ratios  in  Federal  Order  Markets^  19d2-5J{, 

The  percentages  of  product  weight  and  butterfat  pounds  of  milk 
delivered  by  producers  which  was  used  in  the  fluid  classes  in  each 
Federal  order  market  are  compared  for  the  short-supply  months  of 
each  of  the  years  1952,  1953,  and  1954  in  table  18.  If  the  product 
pounds  disposed  of  in  the  fluid  classes  are  greater  than  the  milk  equiv- 
alent of  the  butterfat  used,  the  percentage  is  computed  in  terms  of 
product  weight.  If  the  butterfat  used  in  fluid  sales  required  a  greater 
proportion  of  the  butterfat  delivered  in  producer  milk,  the  percentage 
is  computed  on  the  butterfat  basis. 

These  utilization  percentages  vary  widely  in  the  different  markets. 
Except  in  the  Texas  markets  where  the  utilization  percentages  are 
high  in  all  markets,  there  is  no  consistency  in  the  level  of  utilization 
percentages  in  a  given  region.  In  the  Minnesota-Western  Iowa- 
South  Dakota  region,  the  Duluth-Superior  market  had  the  lowest 
ratio  of  fluid  sales  to  producer  deliveries  in  the  low  production  months. 
In  the  same  region,  the  Sioux  Falls-Mitchell  area  had  a  deficit  of 
producer  milk  for  fluid  uses  and  the  Minneapolis-St.  Paul  market 
came  close  to  having  all  producer  deliveries  used  in  fluid  sales.  The 
same  wide  variation  occurred  in  the  markets  bordering  Lake  Erie 
where  the  Fort  AYayne  market  had  only  65  percent  of  producer  milk 
in  fluid  sales  in  October  1954  whereas  Toledo,  only  100  miles  away,  was 
apparently  short  of  producer  milk.  In  New  England  the  Boston 
market  had  a  much  lower  fluid  use  than  the  smaller  markets  in  the 
region.  Usually  the  very  small  markets  within  a  region  tended  to 
have  higher  than  the  average  percentage  of  producer  receipts  in  fluid 
use  although  there  were  exceptions  as  in  the  case  of  Dubuque  and 
Duluth-Superior. 
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Table  18. — Utilization  percentages:  Milk  used  in  fluid  form  or  forms  requiring 
equal  health  approval,  as  percentage  of  milk  received  from  producers,  October 
and  November  1954, 1953,  and  1952  ^ 


Market 


Northeastern  markets: 

Boston  3 

Fall  River » 

Merrimack  Valley « 

Springfield  3 

Worcester ' 

Philadelphia  3 

New  York  < 

Chicago  area  markets: 

Chicago  5 

Cedar  Rapids-Iowa  City 

Dubuque 

Milwaukee 

Quad  Cities 

Rockford-Freeport-- 

South  Bend-LaPorte 

Lake  Erie  markets: 

Detroit  3 

Cleveland  3 

Fort  Wayne 

Lima«T 

Muskegon 

Stark  County 

Toledo 

Southern  Ohio  markets: 

Cincinnati  5 

Columbus  * 

Dayton-Springfield 

Tri-State « 7 

Minnesota-W,  Iowa-South  Dakota  markets 

Minneapolis-St.  Paul 

Duluth-Superior 

Omaha-Lincoln-Council  Bluffs 

Sioux  City 

Sioux  Falls-Mitchell 

Missouri-Kansas  markets: 

St.  Louis  ' . 

Neosho  Valley 

Kansas  City 

Topeka 

Wichita 

Kentucky-Tennessee  markets: 

Louisville 

Knoxville  ^ 

Memphis  ^ 

Nashville 

Paducah 

Oklahoma- Arkansas  markets: 

Oklahoma 

Tulsa-Muskogee 

Fort  Smith 

Texas  markets: 

North  Texas 

Central-west  Texas  ^ 

San  Antonio.- 

Other  markets: 

New  Orleans 

Puget  Sound 


Type 
of 

pool  2 


M 
H 
M 
M 
M 
H 
M 

M 
M 

M 
H 

M 
M 

M 

M 
M 
M 
H 
M 
M 
H 

M 
M 
M 
H 

H 

M 
M 
M 
M 

M 
M 
M 
M 
M 

M 
M 
H 
M 
M 

M 
M 
M 

M 
M 
M 

H 
M 


October 


1954 


65.3 
122.6 
100.1 

89.0 
112.0 

80.7 

67.8 

76.4 
7.3.4 
77.3 
92.9 
72.8 
99.4 
80.5 

74.9 
73.2 
65.2 
75.0 
80.1 
82.2 
103.4 

91.0 
88.0 
82.7 
97.0 

93.6 
60.5 
89.9 
89.6 
101.3 

101.2 

77.8 
80.4 
88.6 
75.6 

79.9 

106.8 

102.9 

89.2 

99.5 

83.7 

84.8 

101.1 

94.2 
123.1 
125.1 

77.0 
62.7 


1953 


62.9 
107.0 
102.3 

94.1 
116.9 

88.9 

61.9 

74.3 
78.2 
75.3 
93.6 
75.0 
91.2 
90.2 

77.9 
77.1 
78.0 
81.9 
83.4 
87.7 
106.1 

98.9 

92.5 

92.1 

112.1 

84.7 
63.8 
90.5 
86.6 
94.8 

107.2 
76.7 
82.9 
94.5 
78.6 

91.2 
102.0 
107.2 

99.7 
137.9 

83.0 
84.5 
89.6 

93.9 
104.6 
111.2 

86.5 
72.6 


1952 


66.3 
103.4 
101.0 

93.7 
110.1 

86.4 

70.9 

83.4 
90.6 
82.3 
98.0 
92.5 
94.9 
101.7 

79.7 

75.0 

70.1 

100.3 

C) 

(«) 

120.7 

89.6 

93.2 

85.5 

114.8 

89.7 

66.8 

115.0 

100.7 

114.8 

121.3 

87.5 

90.3 

103.3 

83.5 

91.9 
100.6 
102.9 

94.1 
139.8 

100.7 
99.3 
99.3 

104.4 

(») 
126.7 

92.0 
87.6 


November 


1954 


72.9 
134.4 
104.9 

94.3 
117.7 

81.2 

70.0 

73.9 
71.0 
71.3 
94.0 
72.5 
99.3 
85.1 

76.0 
72.2 
72.1 

0) 
84.0 
83.4 
98.2 

89.6 

93.2 

84.5 

105.5 

87.6 
58.8 
87.4 
89.5 
105.0 

97.3 
70.0 
74.4 
78.0 
75.4 

79.2 
110.8 
102.4 

82.9 
101.2 

83.9 

84.3 

104.7 

95.3 
121.4 
128.1 

75.0 
69.1 


1953 


63.5 
104.8 
99.5 
89.9 
112.4 
85.2 
72.2 

64.4 
70.3 
64.3 
84.7 
70.3 
86.1 
85.9 

74.8 
74.4 
75.5 
74.8 
77.8 
81.9 
96.6 

91.5 

83.3 

84.3 

108.0 

72.4 
61.3 
82.8 
78.0 
92.2 

96.9 
65.7 
72.2 
78.3 
64.9 

84.1 
95.7 
96.7 
89.5 
129.1 

76.2 

75.7 
80.8 

86.6 
105.6 
105.5 

81.2 
70.3 


1952 


69.4 
105.3 
104.0 

94.1 
109.7 

87.8 

73.9 

76.6 
86.0 
72.6 
92.6 
86.6 
86.9 
100.3 

77.9 
76.3 
74.6 
96.2 

(«) 

(«) 

111.9 

9L5 

89.6 

87.0 

114.0 

78.2 
70.4 

106.4 
92.8 

100.9 

114.1 
82.7 
85.4 
89.9 
76.0 

89.6 

102.9 

98.5 

90.8 

150.9 

90.9 
93.8 
95.6 

96.8 

126.7 

88.6 
85.1 


1  Percentages  represent  that  proportion  of  producer  receipts  (at  average  butterfat  test  or  lower)  which  was 
needed  for  fluid  uses  required  to  be  supplied  from  approved  sources.  For  all  markets  other  than  those  noted, 
fluid  use  includes  fluid  whole  and  skim  milk  items  and  sweet  and  sour  cream  sold  within  and  outside  of  the 
marketing  area.  Sales  data  generally  exclude  sales  by  handlers  subject  to  another  order.  New  order 
markets  on  which  utilization  data  arc  not  available  for  all  months  have  been  excluded. 

2  M  =  marketwide  poo];  H  =  individual  handler  pool. 

3  Fluid  use  includes  whole  and  skim  milk  items  only. 

*  Fluid  use  includes  all  whole  milk  sold  and  cream  shipped  into  the  marketing  area.  Does  not  include 
skim  items. 

'  Includes,  cream  used  for  ice  cream. 

'  Marketing  area  changes:  Central-west  Texas,  November  1, 1953;  Knoxville,  Sept.  1, 1954;  Lima,  Nov.  1, 
1954  (later  data  not  comparable);  Memphis,  June  1,  1954;  Tri-State,  Nov.  1,  1953. 

'  Changed  type  of  pool:  Lima,  from  market  wide  to  individual  handler;  St.  Louis,  from  individual  handler 
to  marketwide;  Tri-State,  from  marketwide  to  individual  handler. 

3^0rder  not  in  effect. 


48 

Causes  of  "variations  in  utilization 

One  fairly  obvious  cause  of  variation  in  the  utilization  among  cities 
shown  in  table  18  is  that  the  month  of  low  utilization  may  vary  among 
cities,  particularly  among  cities  in  different  sections  of  the  country. 

A  second  cause  is  the  fact  that  surplus  milk  tends  to  flow  to  market- 
wide  pools  and  be  relatively  low  in  markets  having  individual  handler 
pools.  The  marketwide  pools  in  table  16  averaged  86.3  percent  util- 
ization in  October  1954  as  compared  with  93.9  percent  for  individual 
handler  pools. 

In  general,  but  particularly  in  the  New  York  and  Chicago  markets, 
producers  and  plants  find  little  difficulty  in  entering  the  market  pool. 
There  is  a  tendency  for  some  plants  to  seek  pool  status  in  order  to 
receive  equalization  payments.  This  tendency  is  present  regardless 
of  the  level  of  Class  I  or  blend  prices.  In  individual  handler  pools, 
on  the  other  hand,  plants  would  tend  to  lose  their  more  desirable 
producers  if  their  blend  price  fell  much  below  the  blend  paid  by  other 
handlers.  Therefore,  they  tend  to  restrict  their  purchases  of  milk 
from  producers.  During  months  of  low  production  they  rely  more 
heavily  on  "emergency"  sources  than  do  plants  under  marketwide 
pools.  Plants  in  secondary  unregulated  markets  which  buy  on  a  fiat 
price  basis  tend  to  follow  the  same  procurement  policy  as  plants  under 
individual-handler  pools. 

Because  of  the  opposite  tendencies  in  the  two  types  of  pools,  the  one 
tending  to  attract  and  the  other  to  repel  supplies  in  excess  of  Class  I 
sales,  marketwide  pools  tend  to  carry  the  bulk  of  the  surplus  for  neigh- 
boring handler  pools  and  flat-price  markets  during  the  flush  months, 
and  to  experience  an  increase  in  the  amount  of  outside  Class  I  sales 
or  a  decline  in  the  number  of  pool  plants  during  the  deficit  months. 

New  York  is  an  excellent  example  of  the  relationship  between  a 
marketwide  pool  and  adjacent  markets  which  do  not  have  marketwide 
equalization.  Northern  New  Jersey  and  New  York  State  secondary 
markets  (including  Auburn,  TJtica-Rome,  the  Middle-Hudson  area, 
Ithaca,  Binghamton,  etc.)  may  buy  Class  I-C  milk  from  the  New  York 
pool  at  20  cents  per  hundred  pounds  over  the  blend  price.  Sales  in 
this  class  are  higher  in  the  months  of  low  production,  as  would  be 
expected  if  outside  markets  were  buying  "short"  from  regular  sources 
and  supplementing  their  supplies  with  purchases  from  the  New  York 
pool  when  necessary  (table  19). 

Connecticut,  Rhode  Island,  and  Massachusetts  markets  also  draw 
on  New  York  pool  plants  in  months  of  low  production.  In  Febru- 
ary 1954  the  classification  of  sales  to  these  markets  was  changed  from 
I-C  to  I-A.  A  considerable  number  of  plants  were  withdrawn  from 
the  pool  in  July  1954,  at  the  beginning  of  the  next  season  of  rising 
sales  to  these  markets.  Many  of  the  plants  withdrawn  were  units  of 
chains  of  plants,  enabling  sales  from  the  pool  and  nonpool  units  to 
be  arranged  in  a  way  that  left  a  disproportionate  share  of  the  seasonal 
surplus  in  the  pool  plants. 

The  Philadelphia  market  also  draws  on  New  York  pool  plants  for 
supplemental  supplies  in  the  months  of  low  production.  These  sales 
have  been  classified  I-A. 
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Dealers  in  the  markets  listed  above  (excluding  Rhode  Island  and 
Massachusetts)  purchased  3,192,000,000  pounds  of  milk  directly  from 
producers  in  1953.  Their  sales  for  fluid  purposes  were  3,590,000,000 
pounds  (iP,  4^,  79).  Had  these  markets  purchased  enough  milk 
directly  from  producers  to  furnish  their  own  operating  and  seasonal 
reserves,  even  to  the  extent  of  20  percent  over  the  year,  they  would  have 
received  4,308,000,000  pounds.  This  figure  is  1,116,000,000  pounds  in 
excess  of  their  actual  receipts.  The  major  part  of  this  milk  was  car- 
ried in  the  New  York  pool. 


Table  19. — Sales  of  milk  outside  the  marketing  area,  New  York  marketing 
area,  Order  No.  27,  January  1952-December  1954 

[Thousand  pounds] 


Month 


January - 
February 
March. -- 

April 

May 

June 

July 


1952 

1953 

1954 

40, 889 

39,  589 

37, 469 

33, 833 

31,  220 

29,  501 

32,  591 

32, 348 

29, 185 

28, 984 

30,  529 

27, 890 

27, 108 

29,  815 

25,  255 

33, 114 

35,  719 

30,  525 

62, 203 

60,  240 

61, 135 

Month 


August 

September. 

October 

November. 
December.. 

Total 


1952 


60, 099 
53, 864 
56,  354 
55.  922 
47, 136 


532, 097 


1953 


67,  277 
67, 428 
64, 007 
58, 935 
45, 521 


562,  628 


1954 


70, 416 
56, 900 
61, 443 
57, 197 
50, 714 


537,  630 


A  similar  situation  exists  in  Boston,  which  carries  reserves  for 
secondary  markets  through  much  of  New  England,  and  Chicago, 
which  is  drawn  on  by  markets  throughout  the  Midwest  and  South 
(tables  3  and  4). 

Because  of  the  complex  interrelationships  among  markets  having 
marketwide  pools  and  markets  of  other  types,  the  concept  of  adequate 
supply  as  a  criterion  of  pricing  policy  is  not  simple  to  apply.  Rela- 
tively low  utilization  percentages  in  such  markets  as  New  York,  Chi- 
cago, and  Boston  must  be  considered  in  conjunction  with  the  utiliza- 
tion in  neighboring  markets.  Nevertheless,  if  a  market  with  low 
utilization  and  low  blend  prices  shows  increases  in  production  exceed- 
ing increases  in  sales,  there  is  reason  to  question  whether  the  level  of 
prices  can  be  justified  as  being  necessary  for  assuring  an  adequate 
supply. 

The  Federal  Milk  Order  Study  Committee  compiled  the  volume  of 
Class  I  milk  in  11  major  northeastern  markets  and  total  milk  produc- 
tion in  the  North  Atlantic  States  for  the  years  1940  to  1953.  They 
used  the  data  to  determine  trends  in  Class  I  usage,  compared  with  the 
production  trend  (table  20)  (28).  These  11  markets  include  the 
largest  in  Northeastern  United  States.  Their  Class  I  sales  represent 
about  40  percent  of  the  milk  produced  in  the  North  Atlantic  States, 
and  probably  give  a  fairly  reliable  index  of  the  major  changes  in  the 
Class  I  volume  of  the  area. 

The  table  shows  that  Class  I  sales  rose  rapidly  from  1940  to  1946, 
fell  slightly  and  remained  stable  at  about  33  percent  increase  until 
1950.  Production  rose  and  fell  within  a  range  of  8  percent  until  1948 
but  since  then  has  risen  at  a  slightly  more  rapid  rate  than  Class  I  sales. 
In  spite  of  this  rise  in  production,  the  proportion  of  milk  in  the  area 
used  in  manufacturing  has  changed  very  little  in  the  post- World  War 
II  period  (appendix  table  42) . 
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Dulutli-Superior  has  the  lowest  percentage  of  utilization  among  the 
Federal  order  markets.  In  1950,  this  market  was  losing  producers 
and  the  average  delivery  per  farm  was  falling.  The  price  of  milk  was 
raised  by  an  amendment  to  the  order.  In  July  1953-June  1954,  the 
formula  resulted  in  a  Class  I  price  63  cents  higher,  and  a  blend  price 
36  cents  higher  than  the  prices  expected  on  the  basis  of  distance  from 
surplus  producing  areas. 

Freedom  of  entry 

A  supply  may  be  considered  adequate  if  local  sources  either  provide 
enough  milk  at  all  seasons,  or  if  they  can  be  readily  supplemented  by 
outside  sources  part  of  the  time.  In  either  case,  statistics  of  utiliza- 
tion are  meaningless  as  a  criterion  of  pricing  policy  if  the  order  were 
to  restrict  the  supply.  Thus,  it  becomes  appropriate  to  consider  how 
and  to  what  extent  the  orders  may  affect  accretions  to  the  market 
supply  in  the  form  of  increased  production  of  old  producers,  the 
addition  of  new  producers  at  old  plants,  or  the  entry  of  new  plants. 
To  do  this  a  number  of  features  of  the  Agricultural  Marketing  Agree- 
ments Act  of  1937  and  of  the  Federal  orders  must  be  considered: 
Definitions  of  the  terms  marketing  area,  handler,  producer,  and  pool 
plant ;  and  the  nature  and  effects  of  performance  requirements,  com- 
pensatory payments,  allocation  provisions,  base-excess  plans,  new 
producer  provisions,  and  location  differentials. 

Order  Definitions 

It  has  been  customary  for  the  scope  of  Federal  milk  orders  to  be 
limited  by  defining  marketing  areas.  A  marketing  area  usually  con- 
sists of  one  or  more  cities  and  the  more  densely  populated  areas  sur- 
rounding them.  A  handler  who  is  a  person  regulated  by  an  order,  is 
for  the  most  part  defined  as  a  person  who  operates  either  a  plant  from 
which  milk  is  distributed  in  the  marketing  area,  or  a  receiving  station 
for  such  a  plant. 


Table  20. — Indexes  of  Class  I  sales,  11  northeastern  markets,  and  total  milk 
production  on  farms,  9  Northeastern  States,  1940-53  (1940=100) 


Year 

Class  I 
(11  markets)! 

Total  milk 
production  2 

Year 

Class  I 
(11  markets)! 

Total  milk 
production  - 

1940     - 

100 
105 
112 
121 
126 
131 
137 

Million 

pounds 

100 
103 
105 
102 
104 
108 
104 

1947...     - 

135 
132 
133 
133 
135 
138 
139 

Million 
pounds 

107 

1941-.       -       

1948 

105 

1942 

1949 

112 

1943  -.     

1950 -       -- 

114 

1944 

1951 

113 

1945 

1946 

1952 

1953 

115 

120 

•  The  11  markets  include  Boston,  Rhode  Island,  Connecticut,  New  York  City,  North  Jersey,  South 
Jersey,  Philadelphia,  Baltimore,  Pittsburgh  (Allegheny  County),  Buffalo  (Niagara  Frontier  marketing 
area),  and  Rochester.  The  Class  I  sales  were  obtained  from  the  respective  milk  control  agencies,  except  for 
Pittsburgh.  For  that  market,  they  were  compiled  from  publications  and  reports  of  the  Department  of 
Agricultural  Economics  and  Rural  Sociology,  Pennsylvania  State  University. 

2  Total  for  6  New  England  and  3  Middle  Atlantic  States. 
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A  producer,  the  dairy  farmer  to  whom  the  handler  must  pay  the 
prices  fixed  by  an  order,  in  the  early  days  of  the  order  program  in- 
cluded any  dairy  farmer  holding  a  local  health  department  permit  to 
sell  milk  in  the  marketing  area.  More  recently,  a  further  requirement 
is  commonly  added,  that  a  farmer  to  be  a  producer  must  also  deliver 
his  milk  to  a  pool  plant.^^  This  change  became  necessary  where  the 
health  departments  of  given  regulated  markets  began  to  inspect  milk 
plants  and  dairy  farms  which  in  fact  were  principally  engaged  in 
supplying  unregulated  markets,  or  other  regulated  markets  having 
individual  handler  pools. 

The  crucial  feature  of  this  development  is  the  power  of  the  plant 
operator  to  decide  and  bring  about  changes  that  are  only  slightly,  if 
at  all,  related  to  producers'  unprompted  reactions  to  the  prices 
they  receive.  As  has  been  noted,  individual  dealer  pools  tend  to 
restrict  "regular"  supplies,  since  dealers  have  a  strong  incentive  to 
limit  their  purchases.  Each  dealer  tends  to  keep  his  purchases  to  a 
minimum  so  his  sales  of  Class  I  milk  will  be  the  largest  possible  pro- 
portion of  his  total  sales,  and  his  price  to  producers  correspondingly 
high.  This  gives  him  a  greater  opportunity  to  select  producers  of  his 
choice  for  volume  and  evenness  of  production,  milk  quality,  location  or 
other  desirable  characteristics.  Smaller  dealers,  particularly,  lacking 
facilities  to  handle  surplus  milk  efficiently,  find  dealer  pools  to  be 
advantageous. 

Federal  orders  have  used  marketwide  pools  more  than  individual 
handler  pools.  There  were  42  markets  with  marketwide  pools,  and  14 
with  individual  handler  pools  as  of  April  1,  1955.  The  Marketing 
Agreements  Act  itself  tends  to  favor  marketwide  pools,  since  orders 
with  such  pools  require  approval  by  only  two-thirds  of  the  producers, 
while  orders  with  individual  handler  pools  require  approval  by  three- 
fourths  of  the  producers. 

Marketwide  pools,  on  the  other  hand,  tend  to  attract  surpluses, 
especially  if  the  manufacturing-use  class  prices  allow  wide  handling 
margins.  In  such  circumstances,  dealers  tend  to  accept  willingly  any 
producer  who  offers  to  sell  milk.  It  has  been  the  experience,  especially 
in  the  northeast,  that  markets  with  marketwide  pools  become  the  res- 
ervoir from  which  markets  with  dealer  pools  draw  supplies  in  the 
season  of  low  production. 

A  plant  engaged  in  supplying  short-season  requirements  of  dealer- 
pool  markets  may  find  that  these  outlets  alone  enable  it'  to  pay  pro- 
ducers as  much  as  the  marketwide  pool  blend  price.  If,  in  addition, 
this  plant  can  become  a  part  of  the  marketwide  pool  without  any  obli- 
gation to  supply  the  market's  fluid  milk  needs,  it  can  draw  equaliza- 
tion payments,  possibly  exceeding  its  payments  into  the  pool  on  account 
of  its  outside  sales  during  the  short  season. 

There  is  another  type  of  case,  involving  a  plant  possessing  extensive 
manufacturing  facilities  and  located  in  the  milkshed  of  a  market 
having  a  marketwide  pool.  Such  a  plant  may  persuade  its  producers 
to  meet  the  health  standards  in  order  to  qualify  the  plant  for  the 
pool — possibly  exerting  unusual  efforts  on  nonprice  methods  of  milk 
procurement  to  influence  producers  to  do  so.    The  plant's  objective, 

^  See  below,  p.  81. 
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and  opportunity  for  profit,  lies  in  being  able  to  buy  its  milk  at  the  man- 
ufacturing class  price,  and  to  pay  its  producers  the  market  blend  price. 
In  pricing  the  manufacturing  class  it  may  not  be  possible  to  set  a  price 
high  enough  to  discourage  a  specialized  manufacturing  plant  of  this 
type  from  entering  the  pool,  but  low  enough  to  assure  that  other 
handlers  will  not  reject  seasonally  surplus  milk. 

The  two  types  of  plants  just  discussed  have  little  or  no  interest  in 
supplying  the  fluid  milk  needs  of  the  market  in  which  they  are  pooled. 
Consequently,  milk  distributors  in  that  market  may  find  themselves 
unable  to  buy  enough  milk  for  their  Class  I  requirements  during  the 
low  production  season.  This  results  in  pressure  to  raise  the  Class  I 
prices,  even  though  the  supply  may  be  adequate  as  measured  by  the 
ratio  of  pool  receipts  to  Class  I  sales.  Marketwide  pools,  therefore, 
are  under  compulsion  to  adopt  "performance  requirements"  or  some 
other  device  that  will  enable  them  to  attract  a  sufficient  supply  of 
milk  whilQ  ensuring  that  the  plants  in  the  pool  will  supply  milk  to 
the  market. 

A  pool  plant  is  one  which  meets  specified  performance  requirements, 
usually  in  addition  to  having  approval  of  health  authorities  for  the 

marketing  area. 

Performance  Requirements 

The  philosophy  behind  the  use  of  performance  requirements  in  the 
Order  program  was  stated  as  follows  in  the  final  decision  of  the  Sec- 
retary, dated  July  10, 1953,  that  applied  to  the  St.  Louis  Order  (68) : 

Since  reserve  milk  is  an  essential  part  of  any  fluid  milk  business  there  will 
always  be  some  excess  milk  in  the  plants  of  handlers  supplying  other  markets. 

*  *  *  Plants  selling  primarily  to  other  markets  or  *  *  *  shipping  milk  on  an 
opportunity  basis  to  any  market  where  supplies  happen  to  be  short,  do  not 
represent  reliable  sources  of  milk.  *  *  *  if  such  plants  were  allowed  to  sell  a 
token  quantity  of  milk  in  the  *  *  *  marketing  area  whenever  their  Class  I  sales 
were  low,  and  then  withdraw  as  their  Class  I  sales  were  high,  the  results  would 
be  that  in-and-out  handlers  would  be  able  to  gain  advantage  in  paying  producers. 

*  *  *  When  his  utilization  was  largely  in  Class  I  he  might  retain  a  larger  part 
of  the  proceeds  from  his  sales,  since  he  would  be  selling  at  Class  I  prices  and 
paying  producers  at  a  competitive  blend  price.  Whenever  his  utilization  fell 
below  average,  he  could  fall  back  on  to  the  pool  and  draw  equalization  payments 
to  maintain  his  paying  price  to  producers.  The  *  *  *  market  would  have  no 
compensating  gain  from  the  payment  of  equalization  to  such  a  handler  *  *  *, 

Assuming  that  classified  pricing  and  pooling  of  milk  are  necessary 
and  desirable,  performance  requirements  also  are  justified  on  the  basis 
that  they  are  necessary  regulations  to  maintain  market  pools.  Grant- 
ing their  necessity,  there  are,  nevertheless,  circumstances  under  which 
performance  requirements  may  go  beyond  offsetting  the  tendency  of 
the  equalization  feature  of  marketwide  pools  to  attract  pool-riding 
plants. 

It  should  be  noted  that  any  restrictive  effect  of  performance  re- 
quirements is  on  the  movement  of  milk  into  and  merchandising  of  milk 
in  Federal  markets  by  nonpool  plants  rather  than  on  the  sale  of  milk 
by  individual  producers.  Any  individual  producer  who  can  (a)  find 
a  pool  plant  to  buy  his  milk,  and  (b)  obtain  health  department  ap- 
proval meets  performance  standards  in  any  Federal  market. 

Two  kinds  of  performance  requirements  can  be  recognized:  (1) 
Those  that  require  that  a  plant  selling  any  milk  for  bottling  or  dis- 


53 

tributing  milk  in  the  market  be  pooled,  and  (2)  those  that  require  that 
plants  selling  a  specified  proportion  of  their  volume  in  the  market 
be  pooled. 

Upon  initiation  of  an  order,  a  handler  selling  part  of  a  plant's  milk 
for  fluid  use  in  the  order  market  and  part  in  unregulated  markets 
must  decide  whether  his  unregulated  resale  outlets  will  pay  him  prices 
^that  allow  him  to  pay  producers  the  order  prices.  If  they  will,  he 
has  no  worries — he  can  afford  to  meet  performance  requirements  and 
keep  both  outlets.  If,  however,  the  plant's  unregulated  markets  have 
resale  prices  below  those  in  the  regulated  market,  then  Class  I  prices 
in  the  order  market  may  be  above  those  the  dealer  can  afford  to  pay 
for  sales  in  the  unregulated  outlets.  In  such  a  case  the  handler  will 
have  to  decide  whether  to  drop  his  nonregulated  outlets  or  stay  out  of 
the  regulated  market.  Instances  have  occurred  where  the  handler 
purchased  a  second  plant  so  that  his  sales  in  the  regulated  area  could 
be  made  from  one  and  his  outside  sales  from  the  other.  Cases  of  this 
kind  alter  market  patterns,  restrict  merchandising,  and  may  cause 
lowered  distribution  efficiency  by  contracting  or  limiting  natural  dis- 
tribution areas,  and  preventing  the  development  of  large-volume  cen- 
tralized processing  and  bottling  plants  that  gain  economies  of  scale. 
Producers  may  be  benefitted,  of  course,  to  the  extent  that  those  supply- 
ing the  regulated  plant  receive  higher  class  prices  or  a  more  complete 
accounting  of  milk  utilization. 

Because  of  the  growth  of  outer-market  distribution  (see  above) 
it  is  almost  impossible  to  establish  a  marketing  area  in  which  some 
distributor  will  not  also  have  outside  sales.  The  necessity  of  forcing 
a  choice  on  some  distributors  appears  practically  unavoidable.  The 
alternatives  by  which  this  necessity  could  be  avoided  appear  to  be  either 
not  to  regulate  milk  prices  at  all,  to  regulate  nearly  the  entire  country, 
or  to  establish  a  separate  class  with  a  lower  price  for  milk  sold  outside 
the  marketing  area.  Establishing  a  lower  price  for  milk  sold  outside 
the  market  would  discriminate  against  consumers  within  the  market, 
who  would  have  to  buy  milk  for  which  producers  were  paid  the  higher 
price.  Administratively,  it  would  be  difficult  to  find  the  price  which 
would  be  appropriate  for  outside  sales,  while  the  price  set  by  the  order 
would  tend  to  govern  all  purchases  from  the  producers  in  the  unregu- 
lated market,  especially  if  set  too  low.  In  the  early  years  of  Federal 
regulation  some  markets  had  special  provisions  for  outside  sales. 
These  were  gradually  abandoned,  for  the  reasons  stated.^^  The  other 
alternatives — no  regulation  or  countrywide  regulation — are  probably 
more  drastic  than  the  problem  warrants,  even  though  it  may  be  of  con- 
siderable concern  to  the  distributors  involved. 

The  requirement  that  a  plant  sell  some  milk  in  the  marketing  area 
in  order  to  become  regulated  (and  entitled  to  participate  in  the  mar- 
ketwide  pool)  is  ineffectual  in  screening  out  plants  whose  interest  in 
the  pool  has  little  or  nothing  to  do  with  supplying  the  market's  re- 
quirements for  fluid  milk,  or  with  the  levels  of  prices  established  by 
the  order.     Consequently,  some  orders  have  adopted  requirements 

^'  Only  the  New  York  order  now  has  such  a  provision.  Its  scope  was  narrowed 
in  February  1954  and  much  thought  has  been  given  to  possible  remedies  for 
the  situation  which  has  seemed  to  make  its  use  necessary. 
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that  a  plant  sell  a  specified  percentage  of  its  milk  in  the  market  in 
order  to  qualify.  The  extent  to  which  entry  is  thus  restricted  is  cal- 
culated to  differentiate  between  plants  which  have  a  primary  interest 
in  supplying  the  Class  I  needs  of  the  given  market  and  plants  which 
have  other  primary  interests.  The  terms  of  the  performance  stand- 
ards thus  vary  from  order  to  order  depending  on  local  circumstances. 

The  performance  standard  which  requires  the  sale  of  a  specified 
percentage  of  its  milk  to  qualify  for  participation  also  provides  an 
escape  for  many  plants  w^hich  prefer  not  to  become  regulated.  This 
includes  cases  in  which  accidental  sales  might  bring  the  plant  under 
regulation.  It  also  includes  cases  in  which  a  small  but  regular  volume 
of  business  is  done  in  the  marketing  area.  In  cases  of  the  latter  type, 
it  becomes  unnecessary  for  the  plant  to  make  a  choice  and  confine  its 
business  exclusively  to  one  or  the  other  market. 

The  New  York  and  Chicago  orders  provide  that  a  plant  may  ac- 
quire pool  status  upon  a  showing  that  it  has  an  obligation  to  deliver 
milk  for  Class  I  use  in  the  marketing  area  if  called  upon,  or  if  it  certi- 
fies to  the  market  administrator  its  willingness  and  ability  to  do  so. 

A  summary  of  the  definitions  of  pool  plants  in  Federal  orders  is 
presented  in  table  21. 

Whether  or  not  the  orders  contain  producer  and  pool  plant  stand- 
ards, they  may  provide  for  certain  other  kinds  of  unpriced  milk.  The 
irregular  or  short-term  emergency  supplies  needed  to  supplement  the 
regular  supplies  of  milk  during  deficit  periods,  and  milk,  not  neces- 
sarily graded,  brought  into  the  market  for  use  in  manufactured  prod- 
ucts. The  latter  category  may  include  milk  from  producers  who  have 
been  de-graded  by  the  health  department. 

All  of  these  kinds  of  unpriced  milk — milk  for  which  handlers  were 
not  required  to  pay  producers  the  price  established  by  the  order — 
could  displace  regulated  milk  if  it  were  wholly  free  of  restraint.  To 
avoid  this  contingency,  orders  contain  two  types  of  measures  which 
are  intended  to  prevent  unpriced  milk  from  having  any  competitive 
advantage  over  pool  milk.  These  measures  are  commonly  known  as 
"allocation  requirements"  and  "compensatory  payments." 

Allocation  Requirements 

All  orders  provide  that,  in  classifying  a  handler's  receipts  of  milk 
from  producers  and  country  plants,  unpriced  milk  shall  be  deducted 
in  series  beginning  with  the  lowest-priced  class.  These  terms  are 
called  allocation  requirements.  They  mean  simply  that  all  pool  milk 
must  be  classified  into  the  higher-use  classes  before  outside  source  milk. 
Only  if  insufficient  pool  milk  is  received  to  fill  the  higher  classes  can 
outside  source  milk  enter  them.  Thus,  if  a  handler  gets  unpriced 
milk,  he  assigns  it  to  his  lower  usages,  usually  Class  II,  gives  pool 
milk  priority  in  the  Class  I  usages,  and,  to  the  extent  that  pool  milk 
is  given  the  higher  classification,  must  pay  into  the  pool  on  the  un- 
priced milk  the  difference  between  the  Class  II  and  the  Class  I  prices. 

Some,  but  not  all,  orders  provide  that  allocation  requirements  be 
relaxed  during  specified  months  or  under  certain  conditions  when  milk 
is  in  short  supply.  The  allocation  requirements  which  do  not  include 
this  provision  may  burden  handlers  unnecessarily  under  certain  con- 
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ditions:  (a)  When  the  handler  must  obtain  outside  source  milk  for 
Class  I  needs  on  a  specific  day,  although  over  the  pooling  period  he  re- 
ceives more  pool  milk  than  he  needs  for  Class  I  usage ;  (b)  in  periods  of 
short  supply  when  the  supply  of  pool  milk  is  below,  roughly,  107 
percent  to  115  percent  of  Class  I  needs.  At  such  times  a  handler's 
arrangements  for  outside  source  shipments  of  milk  may  be  presumed 
to  be  for  the  purpose  of  insuring  sufficient  supplies  for  Class  I  needs, 
and  not  solely  to  escape  paying  the  minimum  prices  established  by 
the  order. 

Where  an  individual  dealer  has  only  Class  I  sales  and  receives  un- 
priced milk,  allocation  requirements  are  ineffectual  in  maintaining  his 
product  costs  equal  to  those  of  other  handlers.^*  For  this  reason,  in  a 
number  of  orders,  a  system  of  compensatory  payments  has  been  in- 
cluded to  supplement  allocation  requirements. 

Compensatory  Payments 

Compensatory  payments  are  those  sums  of  money  that  must  be  paid 
into  the  market  pool  for  that  portion  of  the  unregulated  milk  used 
in  specified  classes.  The  uses  specified  usually  are  those  for  which 
milk  must  meet  health  department  approval.  The  purpose  of  the  pay- 
ment is  to  afford  a  means  of  integrating  into  the  classification  and 
pooling  plans  of  regulated  markets  milk  which  is  otherwise  unregu- 
lated. 

Compensatory  payments  exist  in  38  of  the  42  orders  which  provide 
lor  marketwide  pools.  Handler-pool  markets  do  not  have  compensa- 
tory payment  provisions,  mainly  because  such  markets  have  no 
equalization  payments  to  attract  unneeded  plants. 

The  objective  in  selecting  a  basis  for  the  rate  of  compensatory  pay- 
ment is  to  prevent  the  undermining  of  the  classification  and  pooling 
plan  in  the  market  without  unnecessarily  discriminating  against  the 
unregulated  milk.  Usually,  the  rate  of  the  compensatory  payment  is 
calculated  from  the  difference  between  the  Class  I  price  and  some 
other  price  so  chosen  as  to  make  it  reasonably  certain  that  the  non-pool 
milk  would  not  cost  the  distributor  less  than  the  Class  I  price  under 
the  market  order. 

One  method  of  arriving  at  the  rate  of  compensatory  payments  would 
be  to  find  the  unit  cost  of  each  non-pool  shipment  and  set  a  rate  which 
would  equalize  that  cost  with  the  cost  of  pool  milk  to  the  receiving 
handler.  In  practice,  such  costs  as  the  market  administrator  might 
determine  on  the  basis  of  invoices  and  payments  might  differ  sub- 
stantially from  the  real  economic  value  of  the  milk  at  the  point  of  first 
receipt  from  dairy  farmers.  Many  handlers  operate  both  regulated 
and  unregulated  plants.  In  the  case  of  movements  between  such 
plants,  the  billing  and  payment  represents  a  mere  bookkeeping  trans- 
action. It  might  be  adjusted  to  avoid  any  compensatory  payment 
without  affecting  company  profits.  Unaffiliated  plants,  by  means  of 
tie-in  transactions  or  other  arrangements,  could  adjust  billing  prices 

^  The  Federal  Milk  Order  Study  Committee  reports  an  administrative  diflaculty 
in  reclassifying  milk  received  as  cream  {28,  p.  19). 
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for  the  mutual  benefit  of  both  concerns.    Such  practices  are  difficult  to 
detect  and  difficult  or  impossible  to  regulate. 

In  view  of  practical  difficulties  in  determining  the  real  economic 
value  of  nonpool  milk,  shipment  by  shipment,  a  more  general  measure 
of  value  is  used  to  calculate  the  rate  of  payment.  The  price  most 
frequently  used  represents  the  value  of  milk  in  manufacture  of  dairy 
products.  This  is  based  on  the  reasoning  that  the  alternative  use  for 
an  increment  of  milk  seeking  to  enter  the  market  must  be  a  manu- 
facturing use.  In  some  circumstances,  as  during  deficit  months,  other 
measures  of  alternative  use  value  may  be  applicable,  as  for  example, 
the  blend  price  in  the  regulated  market.  In  periods  of  extreme  short- 
age the  alternative  use  value  of  unregulated  milk  may  be  so  high  that 
no  compensatory  payment  would  be  warranted  (table  22) . 

Some  Federal  orders  recognize  these  conditions  by  using  the  differ- 
ence between  the  blend  price  and  the  Class  I  or  II  price  to  decide  the 
compensatory  payment  rate  during  deficit  months.  Other  orders 
remove  the  compensatory  payment  provisions  when  milk  supplies  are 
short. 

Compensatory  payments  may  be  required  for  shipments  of  milk 
from  a  handler  who  is  regulated  under  another  order.  These  may  be 
decided  by  the  difference  between  the  class  prices  in  the  two  orders 
since,  being  subject  to  regulation  in  the  market  in  which  it  originates, 
the  cost  of  the  milk  can  be  determined  by  the  administrator  in  the 
receiving  market. 

While  the  intent  of  compensatory  payments  is  to  "assure  that  regu- 
lated distributors  may  not  secure  unregulated  milk  at  a  cost  advantage 
over  regulated  milk,"  (4-?,  p.  14),  the  procedure  followed  in  deter- 
mining the  rate  of  payment  may  result  in  some  unregulated  milk 
costing  considerably  more  than  regulated  milk.  One  situation,  already 
discussed,  is  where  the  value  of  the  milk  at  the  unregulated  plant  is 
higher  than  that  allowed  for  in  the  formula  for  computing  the  rate  of 
payment.  Another  is  that  the  cost  of  delivering  the  milk  to  the  regu- 
lated plant  may  not  be  allowed  for.  In  some  instances,  this  delivery  or 
transportation  cost  is  offset,  approximately,  by  applying  location  ad- 
justments that  are  a  part  of  the  order. 

To  illustrate,  we  may  consider  a  handler  buying  milk  from  a  non- 
pool  plant  600  miles  distant.  The  price  at  the  nonpool  plant  may 
be  the  going  price  of  condensery  milk,  say,  $3  per  hundredweight 
(normally  the  selling  plant  would  receive  in  addition  a  handling 
charge) . 

The  cost  of  shipping  this  milk  600  miles  might  be  $1.20  per  hun- 
dredweight. A  compensatory  payment  levied  at  the  difference  be- 
tween the  condensery  price  and  the  Class  I  price,  f.  o.  b.  the  market 
might  be,  say,  $2  ($5  less  $3),  making  the  total  cost  to  the  handler 
$6.20.  If  the  class  I  price  were  adjusted  by  a  differential  appropriate 
for  the  location  of  the  plant  at  which  the  milk  was  first  received 
from  producers,  the  compensatory  payment  would  be  much  reduced, 
say  to  $1  (class  I  price  f.  o.  b.  market  of  $5  less  location  differential 
for  600-mile  zone  of  $1,  less  condensery  price  of  $3).  The  total  cost 
to  the  handler  then  would  be  $5.20 — not  less  than  the  cost  of  class  I 
milk  purchased  from  local  producers,  nor  nearly  so  much  above  the 
latter  as  in  the  first  example. 
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Location  Differentials 

Federal  orders  establish  a  minimum  price  at  the  plant  where  the 
milk  is  first  received.  In  many  of  the  larger  markets  most  milk  from 
farms  is  received  at  country  plants  located  in  the  area  of  production. 
After  cooling,  the  bulk  milk  is  transported  in  tank  cars  or  trucks 
from  the  country  plants  to  the  city  processing  plants. 

In  such  markets  the  Federal  orders  provide  location  differentials 
below  the  established  minimum  price.  These  differentials  reflect,  not 
necessarily  exactly,  the  cost  of  transporting  bulk  milk  from  any  point 
within  the  supply  area  to  the  city  processing  plants.  The  purpose 
of  the  differentials  is  to  make  it  possible  for  handlers  to  procure  milk 
throughout  the  supply  area  at  a  delivered  cost  that  is  uniform  with 
that  of  other  handlers. 

While  location  differentials  are  based  mainly  on  the  cost  of  trans- 
porting whole  milk,  other  factors  may  be  taken  into  account,  such  as 
convenience,  availability,  regularity,  certainty  or  seasonal  uniformity 
of  supplies,  existence  of  competing  markets  and  the  historical  rela- 
tionships of  prices  within  the  supply  area. 

The  schedules  of  location  differentials  in  some  markets  do  not  in- 
crease beyond  a  certain  zone. 

Leveling  out  the  location  differential  at  a  specific  zone  results  in 
higher  costs  of  milk  delivered  to  handlers  from  plants  beyond  that 
zone  than  from  plants  within  the  zone.  Therefore  such  location  dif- 
ferentials may  burden  the  movement  of  milk  from  more  distant  pro- 
ducers or  country  plants. 

When  location  differentials  cover  the  regular  supply  area  of  Federal 
markets,  the  leveling  out  of  differentials  is  not  an  important  barrier 
to  the  movement  of  milk.  However  in  periods  of  short  supply,  or  in 
a  growing  market,  location  differentials  extending  indefinitely  at  a 
rate  equivalent  to  transportation  costs  would  facilitate  the  entrance 
of  more  distant  milk  into  the  market.  Further,  the  use  of  such  loca- 
tion differentials  in  connection  with  compensatory  payments  would 
result  in  more  equitable  charges  for  milk  moving  from  more  distant 
nonpool  plants,  than  are  possible  under  the  present  compensatory  pro- 
visions for  some  markets. 

Base — Excess  Plans 

Base-excess  ^^  payment  plans  are  in  operation  in  24  Federal 
markets.^^ 

The  policy  under  Federal  orders  has  been  to  use  base-excess  plans — 
"for  promoting  more  even  production  throughout  the  year.  It  is 
not  intended  that  any  individual  be  discriminated  against.  Conversely 
it  is  not  intended  that  any  individual  should  receive  any  financial 
gain  other  than  that  which  he  might  obtain  through  his  own  efforts 
in  developing  a  production  pattern  more  fitting  to  the  needs  of  the 
market"  (66).  To  this  end,  the  base-excess  plans  in  Federal  orders 
provide  that  bases  cannot  be  transferred  except  under  certain  restric- 
tions, provisions  allowing  new  producers  to  sell  milk  until  they  can 


^^  Also  called  quota,  base-rating,  base-surplus  plan. 
'"As  of  April  1955. 
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earn  a  base  are  liberal,  and  in  most  markets  the  base-excess  provision 
operates  only  during  the  surplus  months. 

Rules  for  the  bass-excess  plan  could  be  drawn  so  as  to  penalize 
severely  any  new  producer.  The  rules  adopted  in  the  Federal  order 
markets,  as  described  above,  enable  new  producers  to  enter  the  market 
on  an  equal  basis  with  old  producers  under  most  circumstances. 

New  Producer  Clause 

The  Marketing  Agreements  Act  authorizes  a  provision  in  Federal 
orders  requiring  that  a  new  producer's  milk  for  payment  purposes 
would  be  classed  as  manufacturing  milk  for  a  period  of  time,  up  to 
3  months,  before  he  could  receive  the  full  blend  price  from  the  pool. 

This  provision  was  never  extensively  invoked.  Even  when  in  opera- 
tion it  was  not  alwa^^s  effective  as  a  restriction,  because  in  periods  of 
deficit  supply,  it  was  either  suspended  or  handlers  would  pay  new 
producers  premiums  to  make  up  the  difference  between  the  manufac- 
turing and  blend  price.  Only  the  Duluth-Superior  order  still  retains 
such  a  provision. 

STATE  MILK  CONTROL  LAWS 

As  of  April  1955,  16  States  had  milk  control  laws.^^  Under  these 
laws  producer  prices  are  fixed  in  all  States  and  resale  prices  in  11 
States.^^  State  orders  affect  producer  prices  on  about  20  billion 
pounds  of  milk.  Over  50  million  consumers  use  milk  priced  by  State 
milk  control  agencies. 

The  laws  contain  a  number  of  provisions  needed  to  make  the  pricing 
powers  effective:  Licensing  of  distributors;  bonding  or  other  secu- 
rity to  ensure  payments  to  producers ;  auditing  of  producer  payments ; 
establishing  fair  trade  practices,  etc.  (tables  23, 24) . 

The  problems  encountered  by  the  States  in  fixing  producer  prices 
are  in  the  main  similar  to  the  problems  confronting  Federal  orders. 
There  is  one  very  important  difference,  in  that  the  power  of  a  State 
to  fix  prices  to  producers  stops  at  its  borders,  owing  to  the  commerce 
clause  in  the  Federal  Constitution.  States,  therefore,  are  handi- 
capped in  dealing  with  out-of-State  milk.  To  overcome  this  difficulty, 
they  have  used  a  variety  of  expedients. 

Primarily,  milk  control  regulations  which  have  tended  to  impede 
the  movement  of  milk  have  been  restrictions  on  the  entry  of  new  pro- 
ducers or  of  other-source  milk,  usually  from  other  States,  into  the 
market,  and  the  entry  of  new  distributors  into  markets  or  the  expan- 
sion of  existing  distributors  into  new  markets.  Resale  pricing  and 
regulations  needed  to  make  it  effective  have  been  the  principal  meas- 
ures tending  to  restrict  the  adoption  of  innovations  or  new  methods  in 
distributing. 

"  Maine,  New  Hampshire,  Vermont,  Massachusetts,  Rhode  Island,  Connecticut, 
New  York,  New  Jersey,  Pennsylvania,  Virginia,  Georgia,  Florida,  Alabama,  North 
Carolina,  Montana,  and  California. 

^'Massachusetts,  Connecticut,  New  Jersey,  New  York,  and  North  Carolina  fix 
producer  prices  only. 
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Table  23. — Powers  and  requirements  of  State  milk  control  agencies,  April  1955 


state 


Alabama 

California 

Connecticut 

Florida. 

Georgia 

Maine 

Massachusetts. . . 

Montana 

New  Hampshire - 

New  Jersey 

New  York 

North  Carolina. . 

Pennsylvania 

Rhode  Island 

Vermont 

Virgtaia 


Require  license— 


Of 
producers 


X 


X 
X 


X 


(«) 


Of 

distrib- 
utors 


X 
X 
IX 
X 
X 
X 
X 

3X 

X 
X 

5X 

X 

7X 

X 

9X 

X 


For 
specific 
markets 
or  areas 


Power  to— 


Require 
bond 


X 

X 
X 

X 

X 

X 

X 

(2) 

X 

X 

(2) 

X 
X 

X 

X 

(') 

(2) 

X 

Investi- 
gate 


X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 


Inspect 

and 

audit 


X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 

(10) 

X 


Require 
records 

and 
periodic 
reports 


X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 


1  Dealer  may  be  exempted  from  license  requirements  if  his  daily  sales  are  less  than  10  quarts  of  milk  or 
its  equivalent. 

2  Bond  not  required  under  State  Milk  Control  Act,  but  may  be  required  under  laws  administered  by 
State  Department  of  Agriculture. 

3  Must  have  a  separate  license  for  each  separate  market  and  a  separate  license  for  each  subdivision  of 
industry  in  which  he  engages  as  producer,  distributor,  or  producer-distributor.  Does  not  apply  to  trans- 
actions among  and  between  distributors. 

<  Bond  not  required  under  State  Milk  Control  Act,  but  is  requii'ed  imder  laws  administered  by  State 
Department  of  Agriculture. 

5  Distributor  may  be  exempted  from  annual  license  requirement  if  he  sells  less  than  3,000  pounds  of  milk 
in  any  one  month  or  sells  in  any  quantity  in  markets  of  less  than  1,000  population. 

6  Producer-distributor  must  be  licensed. 

7  No  license  required  of  dealers  or  handlers  who  purchase  or  handle  less  than  1,500  pounds  of  milk  in  any 
month,  or  of  those  selling  milk  in  any  quantity  in  markets  of  1,000  population  or  less  for  local  consumption. 

8  Bonding  power  has  never  been  enforced 

» Applies  only  to  those  dealers  operating  in  regulated  markets. 
10  Inspects  but  does  not  audit. 

Prices  to  Producers 

The  laws  of  all  the  States  recognize  in  principle  that  differences  in 
supply-demand  conditions  between  markets  may  justify  pricing  for 
specific  markets  or  areas  of  production.  Actually  prices  in  some 
States  are  fixed  at  uniform  or  practically  uniform  levels  throughout 
the  State  (table  24). 

In  larger  States,  at  least,  statewide  pricing  encounters  difficulties 
because  of  important  differences  among  various  markets  and  produc- 
tion areas  (SS,  pp.  24—25).  Such  factors  as  size  of  cities,  difference 
in  sanitary  requirements,  and  the  relationships  of  markets  to  supply 
areas,  weigh  against  uniform  pricing  over  an  entire  State.  Further, 
pricing  policies  of  smaller  cities  are  influenced  by  prices  and  uses  for 
milk  in  nearby  larger  markets  in  other  States. 

These  considerations  indicate  that,  even  though  production  and  dis- 
tribution conditions  are  quite  uniform  over  a  State,  supply  areas  are 
likely  to  be  distorted  by  the  initiation  of  uniform  statewide  pricing. 

Defining  rnarket  areas  and  milksheds 

With  or  without  uniform  pricing  over  the  State,  it  is  usual  for  the 
States  to  establish  marketing  areas  and  milksheds,  generally  limiting 
the  area  within  which  producers  or  distributors  may  do  business. 
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Changing  demand  or  supply  conditions,  changing  technology  and 
changing  attitude  of  health  departments  can  raise  problems  of  defin- 
ing or  adjusting  the  definition  of  marketing  areas. 

"The  problem  of  defining  marketing  areas  and  adjusting  them  as 
conditions  change  has  been  accentuated  by  some  recent  developments^ 
Increased  mechanization  of  dairy  plants,  more  extensive  use  of  paper 
containers  in  the  place  of  bottles  and  improvements  in  transportation 
have  worked  in  the  direction  of  larger  pasteurization  plants  and  more 
extensive  distribution  areas.  There  has  also  been  a  marked  tendency 
toward  the  weakening  or  abolition  of  health  department  barriers, 
which  previously  made  it  necessary  for  each  market  to  be  supplied  by 
local  plants  and  from  a  limited  nearby  production  area"  (55,  pp. 
25-^26). 

State  milk  control  agencies  have  a  further  problem  in  defining 
marketing  areas,  in  that  their  authority  to  fix  producer  prices 
ends  at  their  State  lines.  Thus,  when  milk  is  available  in  part 
of  a  milkshed  in  other  States,  at  prices  below  the  minimum  price 
fixed  under  the  market  order,  distributors  have  an  incentive  to  buy 
more  milk  from  the  out-of-State  part  of  the  shed  and  less  from  the 
in-State  part. 

Other  problems  of  maintaining  distinct  and  separate  marketing 
areas  are  discussed  below  under  restrictions  on  the  entry  of  producers 
and  distributors. 

Classified  pricing 

The  use  of  classified  price  plans  is  authorized  or  required  by  all  16 
State  control  laws  and  are  in  use  in  15  States.  Vermont's  milk  control 
orders  establish  a  flat  price,  regardless  of  use,  related  directly  to  the 
Boston  uniform  price.  In  certain  markets  or  under  certain  conditions, 
dealers  are  required,  or  permitted,  to  pay  a  flat  price  (table  23) .  The 
number  of  classes  and  the  milk  items  included  in  the  various  classes 
vary  considerably  among  States. 

The  section  of  this  report  which  analyzes  producer  prices  shows  the 
relation  between  distance  from  the  midwestern  surplus  producing 
areas  and  Class  I  prices  in  143  markets.^^  Forty-seven  markets  had 
Class  I  prices  more  than  25  cents  per  hundred  pounds  of  milk 
above  the  regression  line  (the  amount  that  represents  the  average 
relationship  of  price  to  distance  from  Eau  Claire,  Wis. ) .  Twenty-nine 
of  these  47  markets  were  under  State  milk  control ;  6  under  Federal 
orders,  and  12  were  not  controlled. 

Of  the  40  markets  with  class  I  prices  more  than  25  cents  per  hundred 
pounds  of  milk  below  the  regression  line,  8  were  under  State  milk 
controls;  16  under  Federal  orders;  and  16  were  not  controlled. 

This  analysis  indicates  that  in  many  markets  under  State  milk  con- 
trol class  I  prices  are  higher  than  the  cost  of  potential  supplies  from 
surplus  areas. 

Distributors  who  were  interviewed  in  some  markets  under  State 
milk  control  stated  that  milk  that  would  meet  sanitary  requirements 
was  available  at  estimated  prices  ranging  from  20  cents  per  hundred 

^^  Average  Class  I  prices,  July  1953  to  June  1954.    West  coast  prices  were  not 
used  in  this  analysis. 
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to  $1  per  hundred  below  class  I  prices  fixed  under  State  controls. ^^ 
Dealers  in  other  markets  were  satisfied  with  the  producer  prices  estab- 
lished by  the  State  control  agency. 

To  a  considerable  degree,  the  State  milk  control  programs  have 
been  regarded  as  a  means  of  improving  the  farmer's  economic  condi- 
tion. Part  of  this  attitude  may  be  due  to  the  conditions  in  the  1930's 
under  which  the  philosophy  of  the  milk  control  programs  was  estab- 
lished. Also,  farmers,  both  through  their  representatives  and  per- 
sonally, have  taken  an  active  part  in  the  public  hearings  through 
which  milk  control  agencies  obtain  evidence  for  price  fixing.  Con- 
sumers have  shown  little  interest.  These  circumstances  favor  the 
existence  of  bias  toward  higher  producer  prices.  The  difference 
between  State  and  Federal  programs  is  largely  in  the  weights  given 
to  the  factors  considered  in  fixing  prices. 

The  factors  and  conditions  which  State  milk  control  agencies  by 
law  must  consider  in  fixing  prices  are  somewhat  indefinite.  They 
include  such  factors  as  cost  of  production,  "reasonable"  returns  to  pro- 
ducers, adequate  supply  of  milk,  consumer  buying  power,  proper 
balance  between  supply  and  demand,  etc.  The  weights  to  be  applied 
to  these  factors  are  not  specified  and  consideration  for  the  price  rela- 
tionships between  markets  usually  is  not  mentioned.  Inadequate  ef- 
forts are  made  to  determine  the  costs  necessary  to  draw  out  only  the 
supplies  needed  for  fluid  uses,  plus  necessary  surplus.  Dealers  and 
consumers  have  somewhat  similar  interests  in  maintaining  producer 
prices  at  the  lowest  level  necessary  to  obtain  necessary  supplies. 
Partly  for  this  reason  assumptions  have  been  made  that  distributor 
representation  also  adequately  represents  consumers.  This,  plus  a  lack 
of  interest  by  organized  consumer  groups,  has  caused  insufficient 
attention  to  be  given  to  consumer  responses  to  price  conditions  and 
changes. 

In  most  State  controlled  markets,  the  orders  generally  fix  prices  for 
milk  used  for  fluid  milk  and  fluid  cream  which  remain  unchanged 
until  the  order  is  amended,  though  Georgia  recently  adopted  a  for- 
mula, and  Vermont  and  New  Hampshire  set  prices  which  are  de- 
pendent on  the  Federal  order  for  Boston.  In  Federal  order  markets, 
formula  pricing  is  the  rule.  This  difference  in  pricing  policy  between 
the  two  kinds  of  control  agencies  may  be  justified  on  the  basis  that 
State  control  agencies  follow  less  formal  hearing  and  amendment 
procedures,  which  enables  them  to  make  adjustments  in  milk  prices 
more  quickly  than  the  United  States  Department  of  Agriculture  when 
they  wish  to  do  so.     (^5,  p.  45)  ^^ 

Whereas  Federal  control  of  milk  prices  has  tended  to  be  guided  by 
pool  supply  and  utilization  responses  in  setting  prices,  the  State  con- 
trol agencies  have  tended  to  disregard  such  developments.  The  States 
have  tended  to  set  up  further  controls  to  prevent  supply  responses 
from  breaking  down  the  established  prices.  The  most  direct  of  these 
controls  have  applied  to  the  entry  of  producers  and  distributors. 

^  These  cities  included  Buffalo  and  Rochester,  N.  Y.,  Richmond  and  Roanoke, 
Va.,  Charlotte,  N.  C,  Atlanta,  Ga.,  Birmingham,  Ala.,  Pittsburgh,  Pa.,  Los  Angeles 
and  San  Francisco,  Calif. 

^  This  reference  also  points  out  other  advantages  of  formula  pricing. 
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Restricting  Entry  of  New  Producers 

The  New  York  law  provides  that:  "No  health  officer  *  *  *  shall 
hereafter  approve  any  premises  on  which  milk  is  produced  or  any 
plant  *  *  *  or  authorize  the  shipment  of  milk  *  *  *  without  first 
satisfying  the  Commissioner  that  such  proposed  milk  supply  is  rea- 
sonably needed  *  *  *  will  not  deprive  another  municipality  of  a 
supply  *  *  *  more  conveniently  related  to  it  *  *  *"  (^,  art.  21, 
sec.  258-j ) . 

This  authority  to  regulate  the  entry  of  new  sources  of  milk  into  a 
market  has  been  used  in  the  Niagara-Frontier  and  Rochester  mar- 
kets to  protect  their  market  pools  "from  being  flooded  with  milk  from 
new  sources  *  *  *"     {SS,  p.  53). 

"Except  for  short  periods  when  more  milk  was  needed  to  meet  fluid 
sales  requirements,  the  markets  have  been  closed  to  new  producers. 
However,  this  strict  limitation  of  sources  has  not  prevented  a  great 
increase  in  the  pool  volume  of  these  two  equalized  markets.  Between 
1945  and  1953,  the  quantity  of  milk  delivered  by  approved  farms  in- 
creased 48  percent  for  Niagara-Frontier  and  50  percent  for  Rochester. 
The  surplus  over  fluid  milk  sales  increased  2.2  times  in  Niagara- 
Frontier  and  2.7  times  in  Rochester.  Most  of  the  increase  in  supplies 
was  brought  about  by  higher  production  per  farm." 

In  Georgia,  the  State  law  requires  that  permits  be  issued  by  the 
Commissioner  for  shipments  of  milk  from  sources  outside  of  the  State. 
Few  such  permits  are  issued  if  milk  can  be  found  in  Georgia. 

The  Alabama  State  Milk  Control  Board  has  embarked  on  a  definite 
policy  of  restricting  the  movement  of  milk  from  out-of-State  pro- 
ducers (chiefly  in  Mississippi  and  Tennessee)  into  Alabama.  The 
Board  "ordered,  adjudged  and  decreed"  as  follows  in  orders  for  sev- 
eral markets  (-^,  pp.  4-5) . 

1.  Large  amounts  of  unmarketed  Alabama-produced  milk  within  the  State, 
while  importation  continues,  is  detrimental  to  the  economy  of  the  State. 

2.  Such  a  situation  is  in  violation  of  the  intent  of  the  Milk  Control  Act. 

3.  This  situation  will  be  checked  by  the  Board,  and  any  increase  in  out-of-State 
shippers  while  there  is  a  supply  within  the  State  shall  constitute  a  violation  of 
the  orders  of  the  Board  and  any  such  violator  shall  be  called  before  the  Board 
to  show  cause  why  his  license  should  not  be  revoked. 

Present  supply. — Furthermore,  the  Board  *  *  *  has  found  that  there  now 
exists  an  ample  fresh  fluid  milk  supply  in  Alabama  which  is  unmarketed.  The 
Board,  in  consideration  of  these  existing  facts,  now  orders  the  licensee  distri- 
butors to  buy  any  additional  milk  from  persent  licensees  of  this  Board — so  long 
as  there  remains  an  existing  supply  with  in  the  State."  ^^ 

The  entry  of  producers  or  of  outside-source  milk  has  been  prevented 
or  inhibited,  in  some  cases,  by  using  other  programs  to  complement 
the  powers  of  the  control  board.  For  example,  in  certain  States,  close 
liaison  has  developed  between  the  State  milk  control  agency,  the  De- 
partment of  Agriculture,  and  the  Board  of  Health.  In  one  of  these 
States,  the  milk  control  agency  keep  close  check  on  the  locations  of 
supplies  of  milk  available  within  the  State  to  supply  deficit  markets. 
The  agency  informs  the  health  officer  in  milk- deficit  markets  of  the 

^*  This  order  was  scheduled  to  become  effective  March  1,  1955.  However,  pro- 
ducers and  distributors  challenged  its  legality  in  a  court  case,  and  the  effective 
date  was  postponed  pending  the  outcome  of  the  suit. 
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existence  of  such  supplies.  In  turn,  it  was  alleged  that  the  health 
officer  is  under  pressure  to  see  that  distributors  utilize  in-State  milk 
before  out-of-State  supplies  are  obtained.  This  pressure  is  placed 
on  the  local  health  officers  through  the  State  Department  of  Health 
which  has  the  power  to  allocate  certain  necessary  funds  to  local  boards 
of  health. 

Another  State  agency  has  persuaded  the  health  officer  in  a  major 
market  of  the  State  to  restrict  the  entry  of  new  producers  from  other 
States  by  limiting  the  area  from  which  he  will  certify  new  producers. 
In  this  State,  vear-round  shortages  brought  about  the  development  of 
regular  out-oi-State  shippers  and  several  out-of-State  receiving  sta- 
tions. Not  all  of  these  out-of-State  shippers  are  licensed  by  the  State 
control  agency,  but  all  have  Board  of  Health  permits.  The  unlicensed 
shippers  sell  milk  to  distributors  at  prices  below  the  minimums  estab- 
lished by  the  control  agency.  Additional  supplies  of  milk  of  satisfac- 
tory quality  could  be  developed  readily  in  the  same  area  at  the  lower 
price.  As  a  result,  distributors  are  able  to  press  in-State  producers  for 
lower  prices.  The  action  of  the  State  control  agency  in  trying  to 
license  existing  out-of-State  producers  and  prevent  entry  of  new  ones 
is  taken  to  relieve  its  State's  producers  from  this  price  pressure.^^ 

In  at  least  two  milk-deficit  States,  encouragement  is  being  given  to 
the  enactment  of  State  sanitary  laws  that  will  provide  a  uniform  sani- 
tary law  and  uniform  interpretation  of  the  law  over  the  State.  The 
purpose  behind  the  move  is  to  make  it  possible  to  attain  free  movement 
of  milk  for  fluid  purposes  within  the  State  and  thereby  lessening  the 
pressure  of  lower-priced  supplies  from  other  States. 

Restrictions  on  the  entry  of  producers  or  outside-source  milk  may 
also  result  from  certain  types  of  seasonal  pricing  plans.  These  will  be 
discussed  later. 

Effects  of  restricting  the  entry  of  producers 

Eestricting  entry  frequently  has  the  purpose  of  compensating  for  a 
State's  lack  of  power  to  regulate  prices  paid  for  milk  produced  outside 
the  State  and  shipped  in.  Even  the  most  reasonable  State-controlled 
prices  are  vulnerable  to  unregulated  milk  because  of  the  possi- 
bilities of  "buying  at  the  blend  and  selling  at  class  I."  Even 
with  the  possibility  of  blend  vs.  Class  I  manipulations  ruled  out,  re- 
stricting entry  may  have  the  further  purpose  of  protecting  producer 
prices  which  are  fixed  at  levels  sufficiently  high  to  attract  more  milk 
than  the  market  requires  for  its  high  value  uses. 
^  High  price  levels  encourage  existing  producers  to  expand  produc- 
tion, as  well  as  encouraging  new  producers  to  enter  the  market.  The 
expansionary  effect  of  the  high  prices  can  bring  forth  excessive  sup-' 
plies  of  milk  even  though  no  new  producers  are  admitted  into  the 
market.  Spencer  pointed  out  that  this  occurred  in  the  Niagara- 
Frontier  and  Rochester  markets. 

In  Jefferson  County,  Ala.,  in  1945,  average  daily  milk  receipts  were 

^  This  State  control  agency  has  had  legal  opinion  that  use  of  its  producer  licens- 
ing power  to  prevent  the  entry  of  the  producers  in  the  out-of-State  area  where 
supplies  were  earlier  developed  could  be  successfully  challenged  in  the  courts. 
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only  85  percent  of  Grade  A  distribution  (fluid  milk,  cream,  and  skim- 
milk),  as  compared  with  119  percent  in  1954.^* 

From  a  cost  viewpoint,  the  continuance  of  high  prices,  while  entry 
is  restricted,  may  encourage  the  capitalization  of  the  value  of  the 
permit  to  sell  milk  into  the  value  of  a  farm.  Another  cost  effect  is  to 
cause  considerable  capital  expenditure  for  expansion.  As  a  result, 
these  costs  become  a  permanent  part  of  the  cost  structure  in  the  market 
area  and  are  used  in  cost  of  production  data  as  evidence  favoring  con- 
tinuance of  unnecessarily  high  prices  for  milk.^^ 

The  attempt  by  some  States  to  attain  complete  utilization  of  in- 
State  milk  for  fluid  milk  purposes  before  allowing  the  entry  of  new 
out-of-State  milk  tends  in  part  to  minimize  marketing  costs.  Under 
an  ideal  competitive  system,  nearby  milk  would  be  completely  used 
before  any  outlay  were  made  for  bringing  milk  from  a  greater  dis- 
tance. However,  out-of-State  supplies  may  be  closer  to  the  city  need- 
ing the  milk  than  some  in-State  sources.  TVTiere  prices  are  set  arbi- 
trarily high,  the  expanded  local  production  may  make  it  unnecessary 
to  draw  on  out-of-State  sources  even  though  outside  milk  is  available 
at  lower  prices. 

Restrictions  on  Distributors'  Entry 

Milk  control  laws  in  eight  States — Alabama,  Florida,  Georgia,  Mon- 
tana, New  Hampshire,  New  York,  North  Carolina,  and  Virginia — 
permit  the  licensing  of  distributors  for  distribution  in  specific  markets 
(table  23). 

The  New  York  law  in  force  from  1934  to  1950  specifically  stated  that 
"no  license  shall  be  granted — except  for  continuation  of  a  now  existing 
business  and  no  license  shall  be  granted  to  authorize  the  extension 
of  an  existing  business — unless  the  Commissioner  is  satisfied  that — 
the  license  will  not  tend  to  a  destructive  competition  in  a  market  al- 
ready adequately  served  *  *  *."  During  this  period,  practically  all 
applications  for  new  licenses  or  extensions  of  existing  businesses  were 
denied,  except  in  cases  where  the  applicant  was  taking  over  an  existing 
business. 

Repeated  efforts  to  obtain  the  repeal  or  modification  of  this  clause 
resulted  in  the  rewriting  of  the  law  in  1950  in  such  a  manner  that  the 
Commissioner  "must  by  means  of  evidence  presented  at  a  hearing  de- 
termine *  *  *"  that  the  "issuance  of  the  license  will  tend  to  a  destruc- 
tive competition  in  a  market  already  served,  *  *  *"  This  change  has 
not  affected  the  policy  of  the  Commissioner.  The  basis  and  justifica- 
tion for  this  law  appears  to  lie  in  the  conditions  in  the  dairy  industry 
in  the  early  1930's.  At  that  time,  milk  wagon  drivers,  who  were  unem- 
ployed, and  farmers,  disgusted  with  the  low  prices  for  their  milk,  en- 
tered into  processing  and  distribution.  The  increases  in  the  number 
of  dealers  caused  a  loss  of  volume  by  existing  business ;  increased  costs 
caused  the  failure  of  some  distributors  and  losses  to  producers. 

The  Georgia  and  North  Carolina  milk  control  commissions  license 


^*  Bureau  of  Food  and  Dairy  Inspection,  Birmingham,  Ala. 

^  In  the  Niagara-Frontier  and  Rochester  markets  at  milk  control  hearings  in 
the  fall  of  1954,  producers  pleaded  their  costly  investments  in  facilities  to  expand 
production  to  meet  the  needs  of  their  markets,  as  a  reason  for  continuing  the 
existing  level  of  Class  I  prices. 
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dealers  for  specific  areas,  but  are  less  restrictive  than  New  York  in  exer- 
cising their  authority. 

In  North  Carolina,  the  State  milk  control  commission  established 
seven  districts.  Licenses  are  granted  to  distributors  to  sell  milk  in 
specific  districts.  In  one  case,  a  reputable  firm  that  had  a  license  to 
operate  in  one  district  was  denied  a  license  to  expand  into  a  new 
district.  Because  expansion  and  new  entry  are  only  partially  restricted, 
and  because  considerable  intermarket  movement  of  packaged  milk 
existed  when  the  commission  was  established,  the  controls  on  entry 
and  expansion  are  not  as  burdensome  as  in  New  York. 

In  Virginia,  the  number  of  applications  from  new  distributors  have 
not  been  large  and  only  a  small  proportion  have  been  denied.  {20^ 
pages  15-16.)  Most  of  these  refusals  were  made  by  local  boards  in  the 
early  years  of  the  commission.  Some  of  the  refusals  were  revoked  by 
the  commission.  One  court  case  occurred  in  which  the  Supreme  Court 
of  Appeals  ruled  that  the  commission's  denial  of  a  license  was  "arbi- 
trary and  capricious"  on  the  grounds  that  the  decision  was  not  sup- 
ported by  evidence. 

Effects  of  restricting  the  entry  of  distributors 

The  position  taken  by  New  York,  that  restricting  the  entry  of  dis- 
tributors will  maintain  efficiency,  is  tenable  only  to  the  extent  that 
economies  of  scale  are  mainained  or  obtained  through  the  demise  of 
firms  and  increase  in  market  population.  Restrictions  on  entry  also 
remove  considerable  competitive  pressure  on  existing  firms  to  adopt 
new  processing  and  distributing  methods,  such  as  consolidating  routes 
and  plants,  changing  from  glass  to  paper  containers,  adoption  of 
multiple-unit  containers,  and  more  rational  pricing  plans. 

The  effectiveness  of  the  law  in  reducing  the  number  of  distributors 
(to  get  economies  of  scale)  is  doubtful.  The  rate  of  decrease  in  New 
York  distributors  does  not  seem  to  be  significantly  greater  than  that  in 
other  States,  where  reductions  in  dairy  plant  numbers  have  been 
brought  about  by  competition.  In  fact,  there  is  some  indication  that 
New  York's  restricting  of  licenses  keeps  more,  rather  than  fewer, 
dealers  in  business. 

Restricting  the  entry  of  distributors  has  resulted  in  the  development 
of  a  monetary  value  for  the  license.^^  This  value  has  become  capital- 
ized into  the  value  of  milk  businesses  having  licenses.  Since  the  only 
way  new  dealers  can  enter  a  market  or  an  old  dealer  expand  is  by 
buying  out  an  existing  business,  the  capitalizing  of  licenses  into  the 
value  of  firms  places  an  unnecessarily  high  overhead  cost  on  new  or 
expanding  firms.  Obviously  in  the  absence  of  outside  competition 
with  a  closed  market  and  no  opportunity  for  shifting  into  new  markets, 
existing  firms  usually  have  less  to  gain  by  price  cutting  than  by  market 
sharing. 

Some  milk  dealers  may  be  willing  to  pay  inflated  values  to  obtain 
licenses  in  order  to  gain  increased  efficiency  by  consolidating  opera- 
tions with  another  firm.     Thus  it  appears  that  States  which  restrict 

^^Theoretically  equal  to  the  capitalized  value  of  the  increment  of  net  income 
attributable  to  the  advantage  obtained  by  the  possession  of  a  license. 
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the  expansion  of  dairy  firms  actually  have  retarded  the  growth  of 
dairy  firms  into  the  most  efficient  kind  of  units.  In  the  Midwest  and 
West,  many  firms  are  consolidating  processing  and  bottling  operations 
at  one  location.  They  carry  on  widespread  wholesale  distribution  in 
paper  containers  to  branch  distributing  points,  stores,  institutions,  etc., 
and  retail  distributing  from  the  branch  plants. 

Seasonal  Pricing  Plans 

Quota  or  base-surplus  plans  have  been  used  in  certain  markets  as 
a  seasonal  pricing  device,  in  order  to  lessen  variations  in  receipts  of 
milk  from  the  flush  season  to  the  short  season  of  the  year.  Of  itself 
the  quota  plan  has  advantages  in  that  it  offers  to  producers  an  incentive 
to  assume  added  costs  necessary  to  obtain  even  production  throughout 
the  year.  However,  the  plan  may  be  so  designed  as  to  impose  restric- 
tions on  the  entry  of  new  producers  and  may  seriously  affect  the  move- 
ment of  milk  if  the  restrictions  are  severe. 

In  Alabama,  a  regulation  was  issued  which  would  reserve  quotas 
for  licensees  of  the  control  agency..  Licenses  were  optional  for  out-of - 
State  producers.  Once  they  became  licensed  they  became  subject  to 
Alabama  regulations.  The  order  was  expected  to  force  out-of-State 
producers  to  volunteer  to  become  licensees  of  the  Alabama  milk  con- 
trol agency,  in  order  to  sell  milk.  A  second  effect  would  be  to  force 
distributors  to  pay  out-of-State  producers  the  same  minimum  prices 
that  they  pay  Alabama  producers. 

In  Alabama,  distributors  may  deduct  their  daily  average  of  pur- 
chases of  emergency  milk  during  September-February  (deficit  period) 
from  daily  Class  I  sales  in  March-August  (flush  period).  The  re- 
maining Class  I  sales  are  prorated  to  producers  in  the  usual  manner. 
A  maximum  of  7  percent  of  Class  I  sales  may  be  deducted  in  this 
manner. 

The  quota  plan  as  it  operates  in  North  Carolina  is  "open,"  in  that 
producers,  who  can  find  a  distributor  who  wants  their  milk,  can  get  a 
base  and  deliver  milk.  Under  the  contracts  between  producers  and 
distributors  in  Georgia,  the  quota  plan  operates  with  closed"  bases. 
New  producers  can  obtain  bases  only  as  they  are  vacated,  or  by  sale  or 
transfer. 

The  fall  premium  pricing  plan  has  found  use  in  some  cities  with 
seasonal  milk  shortages.  Under  this  plan  part  of  the  payment  by 
dealers  for  milk  is  set  aside  in  the  spring  and  paid  out  to  producers  in 
the  fall  on  the  basis  of  their  fall  deliveries.  The  plan  has  no 
restrictive  features. 

In  California,  distributors  are  required  to  have  a  contract  with  each 
producer.  These  contracts  specify  the  amount  of  milk  for  which  the 
dealer  will  pay  a  Class  I  price.  Prices  paid  for  the  balance  of  deliver- 
ies are  determined  by  their  usage.  The  amount  may  be  absolute  or  it 
may  be  a  percentage  of  deliveries.  The  contract  also  may  specify  the 
total  amount  of  milk  the  dealer  will  accept. 

These  contracts  may  be  used  to  discriminate  among  individual  pro- 
ducers or  groups  of  producers  by  limiting  deliveries  or  limiting  pro- 
portions of  milk  for  which  Class  I  prices  are  guaranteed.  In  periods 
of  weak  demand,  distributors  are  able  to  buy  '^hort"  and  in  periods  of 
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rising  demand  the  guarantee  becomes  a  means  of  competing  for 
supplies. 

Types  of  Pools 

Marketwide  pools  are  used  little  in  cities  under  State  milk  control 
as  compared  with  Federal  order  markets  (table  24) .  From  the  stand- 
point of  the  control  agency,  dealer  pools  require  a  minimum  of  ad- 
ministration, fewer  reports,  less  rigorous  auditing,  and  no  equaliza- 
tion fund.  From  the  standpoint  of  this  study,  it  may  be  significant 
that  dealers  in  a  dealer  pool  market  may  be  more  reluctant  to  accept 
new  producers  than  if  the  pool  were  marketwide. 

Resale  Price  Fixing 

Resale  price  fixing  has  been  established  for  various  purposes  in- 
cluding the  following:  To  control  price  cutting  and  "destructive" 
competition,  to  protect  against  producer  price  cuts  and  losses  caused 
by  dealers'  bankruptcies ;  to  protect  a  State's  producers  and  distribu- 
tors against  competition  from  low-priced  out-of-State  milk,  to  main- 
tain distributor  margins  that  will  enable  the  industry  to  pay  reason- 
able prices  to  producers ;  to  prevent  price  manipulation  by  distributors 
for  the  purpose  of  strengthening  their  competitive  position,  to  check 
rebates  and  other  advantages  given  customers  with  exceptional  bar- 
gaining powers  and  to  make  determination  of  resale  prices  public 
rather  than  a  matter  for  secret  understanding. 

Originally  most  of  the  States  included  resale  price  fixing  in  their 
milk  price  control  laws.  Eleven  of  the  remaining  sixteen  State  con- 
trol agencies  still  fix  resale  prices  (table  25).  One  additional  State 
requires  that  dealers  list  proposed  prices  with  the  control  agency  10 
days  before  they  go  into  effect;  and  adhere  to  listed  prices. 

A  number  of  States  have  laws  which  prohibit  the  sale  of  milk  at 
less  than  cost,  or  which  prescribe  minimum  markups  over  cost.  Such 
laws  were  not  studied  in  detail,  since  they  did  not  seem  generally  to 
give  rise  to  substantial  restrictions  on  movement  or  merchandising  of 
milk. 

It  is  obvious  that  resale  prices  must  be  established  with  a  close  rela- 
tionship to  producer  prices.  In  addition  to  the  general  criteria  of 
public  interest,  adequate  milk  supply,  etc.,  the  cost  of  processing  and 
distribution  and  a  reasonable  return  to  dealers  are  the  factors  usually 
considered.  California's  law  adds  to  these  the  maintenance  of  suffi- 
cient but  not  excessive  processing  and  distribution  capacity. 

Problems  in  administering  resale  price  fixing  are  legion.  Resale 
prices  must  be  set  at  a  level  that  is  not  confiscatory  and  at  the  same 
time  does  not  retard  consumption  of  fluid  milk.  Dealers  vary  con- 
siderably in  volume,  type  of  operation,  and  emphasis  on  certain  kinds 
of  outlets  and  products.  Costs  for  these  varying  kinds  of  operations 
must  be  determined  and  "reasonable"  costs  determined.  These  costs 
must  apply  at  various  levels  of  distribution  for  different  products  sold 
in  different  sizes  of  containers  and  in  different  ways  Avith  varying 
services  attached  to  their  distribution. 

In  some  States,  auditors  determine  costs,  allocate  joint  costs  accord- 
ing to  standard  auditing  procedures  which  involve  some  "rule  of 
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thumb"  decisions,  and  determine  a  range  of  costs  for  each  size  of  con- 
tainer and  for  wholesale  and  retail  operations.  Some  auditing  of 
store  distribution  may  also  be  made.  At  this  point  the  control  agency 
has  the  problem  of  deciding  which  costs  are  reasonable  and  how  much 
profit  is  necessary  to  maintain  distribution  facilities.  The  alternative 
methods  may  be  to  take  a  simple  or  Aveighted  average  of  the  available 
costs,  to  edit  out  extremely  low  and  extremely  high  costs  before  averag- 
ing or  select  a  model  cost  or  to  use  the  highest  cost  figure  necessary  to 
keep  ample  distribution  facilities  in  business.  California  in  princi- 
ple uses  the  last  kind  of  cost  figure  as  a  guide,  but  in  practice  appears 
to  edit  cost  figures  and  use  those  applicable  to  the  bulk  of  distributors. 

Other  States  depend  on  cost  data  presented  by  dealers  at  hearings. 
This  kind  of  data  is  questionable  when  such  costs  are  for  individual 
firms,  not  necessarily  typical  of  the  market,  or  incomplete  or  not 
adequately  explained.  In  some  cases  several  milk  dealers  in  a  market 
have  presented  combined  cost  statements,  which  were  prepared  by 
public  accountants. 

Cost  studies  may  be  made  for  the  control  agencies  by  State  colleges. 
Such  studies  have  been  used  extensively  by  Oregon,  California,  Maine 
and  Yermxont  milk-control  agencies. 

Resale  prices  established  by  the  milk-control  agencies  have  varied 
with  location  and  size  of  market,  type  of  service,  grade  of  milk,  butter- 
fat  content,  kind  and  size  of  container,  and  quantity  sold.  The  great- 
est problems  State  milk  control  agencies  have  faced  have  been  con- 
cerned with  the  level  of  prices  and  price  differentials  for  various 
kinds  of  service — it  is  in  deciding  these  questions  that  the  agency  may 
profoundly  affect  the  merchandising  of  milk. 

Resale  price  levels  under  State  milk  control 

Simply  stated,  resale  price  levels  are  a  function  of  producer  prices 
and  distributor  margins.  Obviously,  producer  prices  vary  greatl}^ 
from  market  to  market  in  response  to  supply-demand  relationships 
and  other  factors.  For  this  reason  resale  price  policies  of  the  control 
agencies  are  more  reasonably  evaluated  by  comparing  distributor 
margins  than  resale  prices.  These  margins  in  various  markets  are 
functions  of  local  wage  rates,  topogi^aphy,  density  of  population, 
percentages  of  wholesale  and  retail  distribution,  typical  sizes  of  de- 
liveries per  customer,  relative  sales  in  various  sizes  and  kinds  of 
containers,  etc. 

Clarke  et  al  compared  the  January  1954  home-delivery  prices  in 
controlled  markets  with  those  in  uncontrolled  markets  (7/,  pages 
148-152).  They  used  100  markets  and  made  comparisons  within 
classes  grouped  by  population  (table  26). 

The  data  indicate  that  price  spreads  were  not  higher  in  controlled 
markets — lower,  if  anything,  possibly  because  efficiency  was  stressed 
when  pricing  standards  were  defined.  Also  it  appears  that  resale 
price  control  has  had  little  influence  on  average  levels  of  distribution 
price  spreads  but  may  have  tended  to  retard  such  innovations  as  use 
of  proper  containers,  multiunit  containei^,  volume  discounts  and 
large  store  differentials. 
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Table  26. — Summary  of  price  spreads  for  fluid  milk  distribution  in  controlled 
and  uncontrolled  markets,  hy  market  size,  January  1954 


Type  and  size  of  market ' 


Number 

of 
markets 


Price  spread  2 


Retail 


Whole- 
sale 


Store 


Whole- 
sale t)lus 
store 


Store  differ- 
ential 3 


Single 
quart 


High 


Population 
Under  50. 000 


Controlled: 

Average... 

Range 

Uncontrolled: 

Average... 

Range 


Population 
50,000-99,000 


Controlled: 

Average... 

Range 

Uncontrolled: 

Average... 

Range 


Population 
100,000-199,000 


Controlled; 

Average.. 

Range 

Uncontrolled: 

Average.. 

Range 


Population 
200,000-399,000 

Controlled: 

Average 

Range 

Uncontrolled: 

Average 

Range 


Population 
400,000-999,000 


Controlled: 
Average.. 
Range 

Uncontrolled: 
Average- 
Range 


Population 
1,000,000  and  over 


Controlled: 
Average- 
Range 

Uncontrolled: 
Average... 
Range 


AU  markets 


Controlled: 
Average. 
Range- 


Cents  per  quart  of  milk 


11 


15 


10.3 
9. 3-11. 1 

10.3 

7. 8-12. 1 


10.7 
9.  2-13.  2 

11.6 
8.  7-13.  2 


10.8 


18 


10 


11 


33 


10. 4-11. 1 

11.6 
9. 3-16.  6 

10.6 
8.  8-11.  4 

11.5 
10.  6-13.  5 

11.6 
11. 0-12. 3 

11.2 
9. 6-13, 4 

10.7 
10. 6-10. 8 

11.8 
11.  5-12.  2 

10.7 
8. 8-13. 3 

7.9 
7. 1-8.  6 

7.8 
5. 8-9.  7 


8.6 
7.  2-10. 8 

9.1 
6.  7-10.  7 


8.2 

7.  2-8. 9 

8.8 
6.  5-12.  6 


8.1 
7. 2-8. 8 

8.9 
7.  5-10.  5 


8.6 
7.  5-9. 3 

8.3 
7. 1-10. 9 


7.6 
6. 6-8. 6 

9.1 

8. 5-9.  7 


8.2 
6. 6-10. 8 


2.1 
2.  0-2.  5 

2.3 
1.  0-3.  0 


1.9 

1.  5-2. 3 

2.4 

2.  0-3.  5 


2.2 
2. 0-2.  5 

2.5 
1.  5-4.  0 


2.1 
1.  6-3.  0 

2.3 
1.  5-3.  5 


2.2 

1.  5-2.  5 

2.2 
0.  5-3.  5 


1.8 
1.  2-2.  5 

2.2 
1.  5-3. 0 


2.1 
1.  2-3. 0 


10.0 
9. 1-10.  6 

10.1 
7. 8-12. 1 


10.5 
9.  2-12. 3 

11.5 
8.  7-13.  2 


10.4 
9.  4-11. 1 

11.3 
8.  6-14.  6 


10.2 
9. 4-11.  4 

11.2 
9. 1-12.  5 


10.8 
10.0-11,6 

10.6 
8.  7-12, 9 


9.4 
9. 1-9. 8 

11.4 
11.  2-11.  5 


10.3 
9. 1-12. 3 


0.3 

0. 0-1. 0 

0.2 
0. 0-1. 0 


0.2 
0.  0-1, 0 

0.1 
0.  0-1. 0 


0.4 
0. 0-1. 0 

0.3 
0. 0-2. 0 


0.4 
0. 0-1. 0 

0.4 
0.0-1,6 


0,8 
0. 0-1. 5 

0,7 
0, 0-2. 0 


1.2 
1. 0-1, 5 

0.5 
0. 0-1. 0 


0.4 
0. 0-1. 5 


4 

0.  0-1. 0 

0.9 
0. 0-3.  5 


0.3 
0.0-1.0 

1,0 
0. 0-4.  5 


0.6 
0.  0-1.  0 

1.1 

0. 0-2.  5 


0.5 
0.  0-1. 0 

1.4 
0. 0-5. 0 


1.3 
0, 0-1, 5 

1,9 

0,6-5.0 


1.0 


1,2 

-1,6 

4,5 


(*) 


0,5 
0. 0-1. 5 


See  footnotes  at  end  of  table. 
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Table  26. — Summary  of  price  spreads  for  fluid  milk  distribution  in  controlled 
and  uncontrolled  markets,  by  market  size,  January  195Jf — Continued 


Type  and  size  of  market ' 


Number 

of 
markets 


Price  spread  ' 


Retail 


Whole- 
sale 


Store 


Whole- 
sale plus 
store 


Store  differ- 
ential 3 


Single 
quart 


High 


All  markets— Continued 

Uncontrolled: 

Average 

Range 

Grant  total: 

Average 

Range 


Cents  per  quart  of  milk 


67 
100 


11.3 
7.  8-16.  6 

11.1 
7.8-16.6 


8.6 
5.  8-12.  6 

8.5 
5.  8-12.  6 


2.4 
0.5-4.0 

2.3 

0.5-4.0 


11.0 
7.  8-14.  6 

10.8 
7. 8-14.  6 


0.3 
0.0-2.0 

0.3 
0.0-2.0 


1.3 

0. 0-5. 0 

1.0 
0.0-5.0 


1  Market  size  based  on  1950  population  data, 

*  All  averages  are  simple  averages,  not  weighted  by  market  size  or  volume  of  sales. 

3  The  "high"  store  differential  refers  to  difference  between  single-quart,  home-delivered  price  and  the 
lowest  reported  out-of-store  price — usually  a  multiple-unit  price. 

*  Both  markets  report  high  store  differential  of  4.5  cents. 

Computations  of  Clarke,  et  al  {17)  based  on  reports  of  the  U.  S.  Department  of  Agriculture. 

Store  differentials  vrnder  State  milh  controls 

The  most  controversial  question  in  resale  price  fixing  has  been  the 
amount  of  differential  which  should  be  established  between  out-of- 
store  prices  to  consumers  and  prices  for  retail  home-delivered  milk. 

Retail  distributors  and  labor  unions,  often  with  support  from  pro- 
ducer organizations,  have  endeavored  to  minimize  store  differentials. 
Chain  stores,  wholesale  distributors  and  some  consumer  groups  have 
pressed  for  wide  differentials. 

The  arguments  for  minimizing  differentials  are:  (1)  that  home 
delivery  promotes  milk  consumption  and  that  increases  in  store  sales 
decrease  milk  consumption;  and  (2)  that  the  displacement  of  home 
delivery  by  store  sales  causes  increased  costs  for  home  deliveries, 
adding  to  the  cost  of  milk  for  a  large  proportion  of  consumers  and 
further  discouraging  consumption.  Stores  also  are  charged  with 
using  milk  as  a  loss  leader. 

Proponents  of  store  differentials  insist  that  the  consumer  is  entitled 
to  perform  his  own  services  at  a  price  saving  if  he  desires  and  they 
attribute  observed  increases  in  sales  to  the  widening,  of  store  differ- 
entials. 

Arguments  against  store  differentials 

Objective  data  are  not  available  to  show  that  home  delivery  promotes 
consumption.  Studies  in  Connecticut  show  that  the  loss  of  volume, 
particularly  the  loss  of  customers  taking  larger  deliveries,  undoubtedly 
decreases  the  efficiency  and  raises  the  cost  of  home  deliveries  {16). 
The  increased  cost  of  home  deliveries  would  weigh  most  heavily  on 
the  small  volume  buyers,  those  who  prefer  convenience  and  service  to 
price  advantage,  and  those  who,  for  various  reasons,  are  not  able  to 
buy  at  stores.  The  honie-delivery  costs  should  tend  to  rise  as  the  pro- 
portion of  store  sales  increases.  Studies  to  verify  these  hypotheses 
have  not  yet  been  made. 
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That  stores  use  milk  for  a  loss  leader  may  be  true.  In  Oregon  after 
milk  control  was  repealed  in  October  1954,  for  a  few  days  some  stores 
sold  milk  at  prices  well  below  costs.  Price  wars  have  occurred 
sporadically  in  widely  scattered  markets,  with  milk  selling  below  cost. 
But,  there  is  no  evidence  that  stores  make  a  practice  of  continually 
selling  milk  at  a  loss,  prorating  the  loss  over  other  items  whose  margins 
are  high  enough  to  absorb  the  loss. 

Arguments  for  store  differentials 

Careful  studies  indicate  that  store  distribution  is  possible  in  larger 
cities  at  2  cents  or  more  per  quart  below  home  delivery  costs  (55, 
p.  97,  {88) .  In  small  towns  and  villages  store  distribution  may  cost 
as  much  as  or  more  than  home  delivery,  partly  because  labor  costs  on 
routes  are  lower  and  the  size  of  deliveries  to  stores  is  smaller. 

Conditions  are  most  favorable  to  store  distribution  where  stores 
are  conveniently  located  to  consumers,  where  families  have  no  person 
at  home  to  take  in  milk  when  it  is  delivered  or  where  large  volume 
consumers  are  numerous  and  anxious  to  obtain  the  savings  of  cash- 
carry  buying. 

To  a  considerable  extent,  the  availability  of  relatively  low-priced 
milk  is  believed  to  encourage  milk  consumption,  particularly  by 
middle  and  low-income  groups  (6,  p.  1510) . 

Bartlett  considers  that  price  competition  is  more  keen  for  milk 
sales  through  stores  than  sales  on  retail  routes.  In  a  number  of  ar- 
ticles and  studies,  he  has  stated  that  wide  store  differentials  are  asso- 
ciated with  high  per  capita  milk  consumption  and  that  increases  in 
store  differentials  tend  to  be  associated  with  larger-than-average  in- 
creases in  consumption  (7),  (5). 

From  a  legal  viewpoint,  a  chain  store  argument  for  store  differ- 
entials contends  that  if  resale  prices  are  based  on  producer  prices 
plus  processing  and  distribution  costs,  it  is  discriminatory  and  of 
doubtful  legality  for  a  milk  control  agency  to  establish  prices  for 
retail  and  store  distribution  at  the  same  level,  where  different  costs 
can  be  demonstrated  for  these  operations. 

Effect  of  State  control  agencies  on  store  differentials 

Spencer  and  Christensen  conclude  that:  "In  the  main,  the  milk 
control  agencies  that  fix  resale  prices  have  resisted  this  pressure  (for 
widening  or  establishing  store  differentials)  and  have  kept  the  re- 
tail prices  at  stores  in  the  larger  cities  closer  to  the  delivered  prices 
than  they  would  have  been  without  regulation.  It  is  probable,  how- 
ever, that  in  most  markets  of  less  than  50,000  population,  store  dif- 
ferentials would  not  have  been  established,  even  though  dealers  and 
storekeepers  had  been  allowed  to  determine  retail  prices  competi- 
tively" (55,  p.  99). 

Their  analysis  shows  that  the  3  markets,  over  1,000,000  in  popula- 
tion, with  resale  price  fixing  by  State  control  agencies  had  1  cent  and 
11/2  cent  differentials  as  compared  with  2  to  5  cents  for  New  York, 
Chicago,  St.  Paul,  Detroit,  and  Washington.  Baltimore  was  the  only 
nonregulated  market  of  1,000,000  population  that  had  no  differential. 
Of  the  regulated  and  nonregulated  markets  of  100,000  to  900,000 
population,  about  the  same  proportion  had  store  differentials. 
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Bartlett  grouped  markets  by  method  of  price  determination  (^,  p. 
1510).  He  showed  that  nonregulated  markets  in  1953  had  consider- 
ably wider  store  differentials  than  regulated  markets.  'V^Tiile  his 
analysis  does  not  differentiate  between  markets  of  different  sizes,  he 
is  able  to  point  out  that  in  nonregulated  markets  the  store  differentials 
increased  1  to  2  cents  from  1929  to  1953  while  no  change  occurred  in 
regulated  markets. 

Chain  stores  which  were  willing  to  take  the  lead  in  reducing  prices 
have  repeatedly  requested  and  have  been  refused  lower  minimum 
prices  for  sales  out  of  stores.  There  is  no  doubt  that  State  control 
agencies  have  retarded  the  development  of  store  differentials. 

Price  Differentials  for  Sizes  and  Types  of  Containers 

Bottling  and  distributing  costs  vary  by  sizes  of  container,  and  it  is 
customary  for  the  milk  industry  to  charge  prices  that  reflect,  more  or 
less  well,  these  differences.  In  some  cities  recognition  has  been  given 
to  lower  distribution  costs  obtained  by  multiple-unit  sales  by  giving 
quantity  discounts.  Some  State  milk  control  agencies  have  accepted 
these  trade  practices  less  completely  than  others. 

For  example,  Spencer  and  Christensen  note  that  none  of  the  control 
agencies  in  the  Northeastern  States  authorizes  a  lower  retail  price  per 
quart  for  milk  sold  in  2-quart  containers  and  gallon  jugs  than  in  quart 
containers.  Most  of  the  State  control  agencies  do  not  establish  a  price 
for  milk  in  gallon  jugs.  In  some  States,  gallon  jugs  are  not  legal 
containers  for  milk  though  their  use  is  rapidly  increasing  in  many 
markets  in  other  States.  The  Alabama  control  agency  restricted  the 
use  of  some  sizes  of  containers  on  the  basis  of  reducing  costs.^^ 

Resale  pricing  of  milk  in  paper  containers  as  compared  with  that  of 
milk  in  glass,  was  treated  variously  by  control  agencies.  In  most 
orders  no  special  provision  existed  for  separate  pricing.  Various 
points  of  view  presented  by  dealers  to  the  control  boards  requested  both 
higher  and  lower  minimum  prices  for  paper  containers  than  for  glass. 
The  basis  of  the  request  for  higher  prices  was  that  the  use  of  paper 
involved  additional  processing  costs  which  should  be  recognized. 
This  argument  had  greatest  validity  where  milk  plants  were  small  or 
had  both  glass  and  paper  operations,  each  with  small  volume.  Sales 
territories  were  restricted  and  wholesale  stops  were  a  relatively  small 
proportion  of  sales. 

In  Alabama,  Georgia,  Maine,  New  Hampshire,  and  Rhode  Island, 
the  price  of  milk  in  paper  containers  is  1  cent  per  quart  above  the  price 
of  milk  in  glass  (table  25).  In  most  States,  however,  prices  are  the 
same  in  both  types  of  containers. 

Quantity  Discounts 

Quantity  discounts  for  retail  customers  are  permitted  in  only  part 
of  the  controlled  States.  Apparently  the  major  reason  for  not  allow- 
ing them  is  that  their  use  is  likely  to  add  to  the  difficulty  of  enforcing 
the  minimum  retail  prices. 

^^  This  regulation  was  upheld  by  a  State  Supreme  Court  decision  on  the  basis 
that  the  level  of  costs  affected  profits  and  prices  to  consumers  and  therefore 
affected  the  public  interest. 
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Price  Differentials  by  Quality  or  Grade  of  Milk 

Special  or  premium  milk,  such  as  "breed"  milk,  milk  with  higher 
fat  content  than  standard  milk,  Vitamin  D  milk,  etc.,  is  sold  in  many 
markets  at  premium  prices.  Since  differences  in  quality  and  grade 
may  be  used  in  competition  as  well  as  price,  control  agencies  have  been 
constrained  to  establish  prices  that  recognize  special  milks. 

The  required  labelling  for  milk  fat  content  has  had  the  effect  of 
retaining  a  degree  of  price  competition.  One  example  is  the  Oregon 
regulation  which  set  up  three  grades  of  milk  according  to  milk  fat, 
each  with  a  range  of  permissible  fat  content :  3.5-3.8 ;  3.9-4.3  and  over 
4.3.  Labelling  for  minimum  fat  content  was  required.  One  dealer 
with  low  costs  immediately  established  his  fat  content  at  the  top  of 
the  permitted  range  as  a  competitive  measure.  Competition  forced 
other  dealers  to  meet  the  fat  content  and  squeezed  their  margins. 

In  some  instances,  dairy  breed  associations  have  prevailed  on  the 
control  agencies  to  establish  higher  prices  for  milk  of  their  respective 
breeds  when  advertised  and  sold  at  retail  as  milk  from  that  breed. 

Enforcement  of  Resale  Price  Regulations 

The  enforcement  of  resale  prices  is  difficult,  because  there  are 
thousands  of  transactions  involving  a  number  of  different  milk  prod- 
ucts, each  sold  in  various  sizes  of  containers. 

Fewer  instances  of  noncompliance  with  minimum  prices  occur  in 
home-deliveries  than  in  wholesale  deliveries.  Distribution  on  home- 
delivery  routes  is  fairly  standard.  The  average  volume  per  stop  is 
small  and  therefore  the  opportunity  for  gain  by  price  rebates,  etc. 
is  scanty.  Few  chances  exist  for  differentiating  among  customers  or 
among  routes  by  varying  the  amount  of  service  given  with  deliveries. 
Nevertheless,  at  least  one  State  has  court  cases  pending  that  allege 
the  use  of  illegal  trade  practices  in  home  deliveries.  The  practices 
include  the  giving  of  free  milk  or  other  products  to  obtain  accounts, 
give-aways  to  customers,  rebates  of  price  difference  between  store  and 
home  delivered  price. 

Violations  of  wholesale  minimum  price  regulations  or  unfair  trade 
practices  involved  in  wholesale  operations  are  more  common. 

There  are  two  basic  reasons  why  minimum  price  enforcement  is 
difficult  in  wholesale  business.  The  first  is  that  considerably  lower 
distribution  costs  can  be  obtained  when  the  volume  of  delivery  per  stop 
is  increased.  The  cost  of  delivering,  say,  20  cases  of  milk  is  little  more 
than  that  of  delivering  5  cases.  A  major  supermarket  may  take  2,500 
quarts  of  milk  daily.  Because  of  the  low  costs  of  handling  such  quan- 
tities, supermarkets  are  desirable  stops  and  have  unusual  bargaining 
strength. 

The  second  factor  which  favors  the  use  of  discounts  and  rebates  is 
the  fact  that  some  firms  have  lower  processing  or  distribution  costs 
than  others.  When  resale  prices  are  established,  either  by  State  con- 
trol agencies  or  industry  agreement,  at  marketwide  levels,  some  firms 
are  able  to  obtain  higher  net  returns  per  unit  sold  than  other  firms. 

These  conditions  exist  both  in  controlled  and  uncontrolled  markets. 
They  favor  the  development  of  a  system  of  secret  discounts  and  re- 
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bates  favoring  larger  groceries  and  supermarkets  and  enable  low  cost 
firms  to  to  expand  their  proportion  of  the  markets'  milk  sales.  Since 
these  discounts  and  rebates  clo  not  affect  the  level  of  retail  prices,  they 
do  not  aid  milk  consumption.  In  uncontrolled  markets,  excessive  use 
of  rebates  and  discounts  by  some  dairies  may  lead  to  retaliation  by 
other  dairies  and  even  to  price  cutting.  Under  State  control  laws, 
such  price  concessions  are  illegal. 

In  an  effort  to  evade  restrictions  on  price  cutting  and  other  forms 
of  price  concession  on  milk  sales,  dairies  have  turned  to  giving  price 
advantages  on  uncontrolled  products  such  as  ice  cream,  cottage  cheese, 
eggs,  etc.,  when  such  sales  are  made  in  conjunction  with  milk  sales. 
In  some  cases  the  quality  of  the  product  has  been  increased  as  a  com- 
petitive device.  Competition  by  services  has  developed.  Coolers,  ice 
cream  cabinets,  and  other  store  fixtures  may  be  furnished ;  stores  may 
be  loaned  money  at  moderate  interest  rates ;  and  reports  exist  of  out- 
right gifts  of  money  to  stores  in  return  for  their  accounts.  Subsidiary 
firms,  such  as  a  finance  company  and  a  wholesale  grocery  company, 
have  been  used  by  dairies  to  give  favored  treatment  to  desirable  store 
accounts. 

Enforcement  of  Trade  Practice  Rules 

All  State  control  laws  authorize  the  regulation  of  trade  practices. 
These  may  include  a  long  list  of  possible  variations  in  services  given 
customers  or  pricing  practices,  which  depart  from  what  is  regarded 
as  the  usual  trade  procedure,  gifts  of  any  products,  loans,  etc.  Some- 
times these  are  prohibited ;  in  other  cases  they  are  permitted  only  if 
made  available  to  all  buyers. 

In  spite  of  prohibitions  on  the  use  of  competition  by  such  means, 
these  practices  flourish  under  the  rigid  system  of  resale  prices  set  by 
State  milk  control  agencies.  Their  widespread  development  has  con- 
tributed to  the  repeal  of  resale  price  fixing  in  a  number  of  States. 

In  their  efforts  to  prevent  resale  price  competition  by  means  of  serv- 
ices, several  State  milk  control  laws  allow  milk  control  agencies  to  limit 
or  prohibit  sales  promotion  and/or  advertising.^^  Through  resale 
price  fixing.  State  control  laws  remove  the  possibility  of  using  price 
incentives  to  increase  milk  consumption.  If,  in  addition,  these  State 
milk  control  agencies  unduly  restrict  advertising  and  promotion  they 
leave  dairies  without  an  effective  means  for  increasing  the  use  of  milk. 

Innovations  in  Distribution  Under  Resale  Price  Fixing 

In  the  course  of  evading  fair  trade  provisions,  some  developments 
have  occurred  which  are  innovations  and  perhaps  improvements  in 
milk  distribution  in  that  they  may  offer  possibilities  of  distributon  at 
lower  prices. 

In  California,  integration  between  dairy  and  supermarkets  has 
developed.  Several  of  the  dominant  milk  companies  have  control  of  a 
number  of  chain  stores  through  subsidiaries.     One  prominent  food 

^*  Alabama,  California,  Georgia,  Pennsylvania,  Virginia.  Alabama,  California 
and  Massachusetts  also  forbid  false  and  misleading  advertising. 
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chain  -owns  its  own  dairy  product  and  milk  concerns.  Two  groups  of 
stores,  smaller  chains  and  independents,  each  operate  their  own  dairy. 

The  result  of  the  development  of  such  integrations  has  been  to 
remove  more  profitable  accounts  from  the  hands  of  "normal"  dairies 
and  increase  their  cost  of  distributing  milk. 

Since  the  control  agency  tends  to  rule  out  abnormal  operations  in 
developing  costs  to  be  used  in  resale  price  fixing,  the  higher  costs  of 
these  "normal"  dairies  may  become  a  factor  impeding  any  lowering  of 
resale  prices  and  distribution  margins  become  so  widened  that  some 
firms  may  obtain  excessive  margins. 

Another  variation  in  both  retail  and  wholesale  distribution  has 
developed  partly  because  of  the  width  of  distributors'  margins.  A 
number  of  processors  in  southern  California  process  and  bottle  milk 
for  subdealers  and  vendors  who  limit  their  operations  to  distribution. 
About  63  percent  of  the  routes  in  San  Diego  are  owned  by  such  distrib- 
utors. {67)  Margins  have  been  established  by  the  milk  control 
agenc}^  based  largely  on  operations  of  firms  using  union  labor,  with 
restrictions  on  hours  of  delivery,  days  of  work,  size  of  load,  etc.  These 
restrictions  increase  costs. 

By  owning  and  operating  their  own  routes,  subdealers  and  vendors 
have  been  able  to  operate  without  regard  to  labor  union  restrictions. 
Their  margins  of  profit  and  total  returns  and  willingness  to  work 
longer  hours  or  for  lower  w^ages  have  enabled  them  to  engage  in  some 
of  the  trade  practices  mentioned  above  in  order  to  obtain  customers 
and  entry  into  the  market  in  the  face  of  competition  from  large  firms. 

The  width  of  the  margins  has  been  a  factor  allowing  numerous  cash 
and  carry  stores  or  drive-ins  to  enter  into  business  in  suburban  areas. 
Such  stores  operate  usually  at  a  dry  lot  dairy  farm,  milking  200  or 
more  cows.  Pipelines  from  the  milking  machines  deliver  milk  di- 
rectly to  the  small  processing  plant  and  retail  sales  are  made  at  the 
plant.  Farm-to-market  deliveries  and  plant-to-store  deliveries  are 
obviated.  Costs  of  distribution  thus  are  minimized.  California  now 
recognizes  these  lower  costs  and  fixes  their  out-of -store  prices  below 
out-of -store  prices  for  normal  food-store  operations. 

TRANSPORTATION  REGULATIONS 

Milk  is  a  relatively  expensive  commodity  to  transport.  The  value 
of  a  given  weight  of  milk  is  low  compared  with  that  of  many  other 
farm  products,  it  must  be  protected  from  contamination  and  high 
temperature,  and  it  must  be  moved  without  any  delays.  The  high 
cost  of  transportation  charges  relative  to  the  value  of  milk  accentuates 
the  importance  of  regulations  directly  affecting  railroads  and  truck 
lines.  For  example,  at  average  prices  for  1953-54,  the  delivered  price 
of  fluid  milk  shipped  from  Wisconsin  to  ISTew  York  City  would  have 
consisted  of  approximately  35  percent  transportation  charges  and  65 
percent  value  of  milk  f.  o.  b.  the  originating  plant.  A  10-percent 
increase  in  freight  rates  would  add  nearly  one-half  cent  per  quart 
of  milk  to  the  transportation  charge  over  such  a  distance. 
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Truck  transportation  is  the  principal  method  by  which  milk  is 
moved,  particular^  the  long-distance  movements  of  "emergency"  sup- 
plies. At  Boston,  somewhat  more  than  half  of  the  receipts  of  milk 
come  in  by  rail,  but  at  New  York  the  proportion  is  about  one-sixth 
and  at  Philadelphia  about  one-twentieth  (table  27).  Most  of  the 
receivers  interviewed  in  this  study  got  their  milk  by  truck. 

Table  27. — Milk  receipts  at  Boston,  New  York,  and  Philadelphia,  hy  rail  and 

truck,  1951  ^ 


[1,000  pounds] 

Market 

Rail 

Truck 

Total 

Boston            .                                                    .      -         - 

4,970 

7,130 

552 

3,799 
37,788 
10,  670 

8,769 

New  York 

44, 918 

Philadelphia -..      ... 

11,222 

1  Latest  full  calendar  year  for  which  data  are  available  for  all  3  markets.    The  USDA  Market  News 
Service  discontinued  collection  of  data  on  receipts  of  milk  at  New  York,  July  1,  1952. 

HIGHWAY  LOAD  LIMITATIONS 

In  this  study,  the  aspect  of  trucking  regulations  most  frequently 
complained  of  by  dairy  firms  in  connection  with  the  transportation 
of  milk  was  highway  load  limitations.  Limits  on  vehicle  size  and 
weight  are  especially  burdensome  to  truckers  transporting  milk  inter- 
state. Such  restrictions  on  trucks  are  imposed  on  the  grounds  (a) 
that  heavily  laden  trucks  with  weight  not  properly  distributed  over 
an  adequate  number  of  axles  can  damage  roads  and  bridges,  and  (b) 
that  trucks  of  excessive  length,  width,  or  height  constitute  a  threat  to 
vehicle  safety  and  movement  of  traffic,  especially  in  congested  areas. 
There  are  widely  divergent  opinions  as  to  the  extent  to  which,  and 
the  circumstances  under  which,  trucking  produces  these  results.  With 
State,  Federal,  and  private  financing,  studies  of  the  effect  of  trucks 
on  the  durability  of  highways  are  in  progress. 

All  48  States  and  the  District  of  Columbia  impose  weight  and  size 
limits  on  vehicles,  and  there  is  little  uniformity  among  the  State 
limits.  Consequently,  a  trucker  moving  from  State  to  State  must 
conform  to  several  standards. 

Milk  haulers  using  tractor,  semitrailer  combinations  are  likely  to  be 
more  circumscribed  by  weight  limits  than  they  are  by  requirements 
in  regard  to  size — width,  height,  or  length. 

No  State  imposes  height  limits  of  less  than  12%  feet,  nor  a  width 
limits  of  less  than  96  inches  (table  28).  Xo  commonly  used  milk 
transport  truck  would  be  likely  to  exceed  these  limits.  The  most 
restrictive  limit  on  length  for  the  tractor,  semitrailer  combination  is 
45  feet,  a  limit  which  is  imposed  in  a  number  of  States.  In  the 
western  part  of  the  United  States,  length  limits  are  generally  less 
restrictive,  with  Nevada  imposing  no  limit  on  vehicle  length. 

Given  the  various  length  limits,  the  milk  trucker  finds  himself 
bound  by  the  weight  limits.  In  most  States,  weight  limits  take  into 
account  vehicle  length,  number  of  axles,   axle  spacing  and   other 
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factors  which  relate  to  the  concentration  of  weight  upon  the  bearing 
surfaces  of  highways  or  bridges.  It  is  apparent  that  there  is  a  wide 
range  of  official  policy  as  to  what  constitutes  the  proper  limit  on  truck 
weight. 

Vehicles  used  in  long-distance  milk  transportation  are  generally 
3-  and  4-axle  combinations — a  tractor  with  a  tank  semitrailer. 
Weight  limits  for  the  4-axle  vehicle  range  from  42,000  pounds  in 
Kentucky  to  69,000  pounds  in  Utah.  Weight  limits  for  the  3-axle 
combination  are  usually  somewhat  lower.  Milk  haulers,  like  most 
other  truckers,  are  engaged  in  efforts  to  reduce  vehicle  weight  by 
using  light  metals  for  construction  and  by  other  means.  A  recently 
developed  plastic  tank  weighing  some  500  to  600  pounds  less  than  a 
conventional  steel  tank  is  a  case  in  point.  Every  pound  eliminated 
from  the  weight  of  the  vehicle  can  be  added  to  the  payload. 

Table  28. — Size  and  weight  limits  for  two  typical  semitrailer  combinations, 

United  States,  March  15,  1954 


Region  and  State 


Vehicle  length 

Gross  weight  i 

3-axle 

4-axle 

Semi- 

Other 
combi- 
nations 2 

tractor- 

tractor- 

Width 

trailer 

semi- 

semi- 

combi- 

trailer 

trailer 

nation 

combi- 

combi- 

nation 

nation 

Feet 

Feet 

Pounds 

Pounds 

Inches 

45 

45 

50, 000 

50. 000 

96 

45 

45 

50,  000 

50, 000 

96 

50 

50 

50,  000 

50,  000 

96 

45 

NP 

50,  000 

50.  000 

96 

50 

50 

50,  000 

50,  000 

102 

45 

NP 

50,  000 

60,  000 

102 

50 

50 

58,  400 

61,  500 

96 

45 

50 

60,  000 

60.  000 

96 

45 

50 

45,  000 

45,  000 

96 

45 

60 

57,  000 

67.  600 

96 

50 

50 

54,  000 

68.  000 

96 

45 

45 

45.  000 

59,  000 

96 

50 

50 

54,  000 

68.  000 

96 

50 

50 

54.  000 

66,  000 

96 

45 

45 

54,  000 

64,  000 

96 

45 

NP 

64,  000 

65,  400 

96 

45 

45 

54,  000 

60,  000 

96 

45 

45 

54,  000 

57,  700 

96 

50 

50 

54,  000 

64,  600 

96 

50 

50 

54,  000 

64,  600 

96 

50 

50 

54,  000 

63,800 

96 

50 

60 

48,  000 

60,  000 

96 

55 

55 

65,  000 

65,  000 

96 

50 

50 

65,  400 

65,  400 

96 

45 

45 

40,  000 

50,  000 

96 

45 

45 

54,  000 

60,  800 

96 

48 

48 

7  46,  200 

7  58,  800 

96 

50 

50 

60,  000 

68,  300 

96 

45 

45 

53,  900 

53,  900 

96 

50 

50 

60,  000 

64,  600 

96 

45 

NP 

42,  000 

42,  000 

96 

45 

45 

54,  000 

55,  900 

96 

45 

NP 

53,  900 

53,  900 

96 

45 

45 

45,  000 

52,  600 

96 

Height 


New  England: 

Maine  ^ 

New  Hampshire 

Vermont 

Massachusetts 

Rhode  Island 

Connecticut 

Middle  Atlantic: 

New  York  3 

New  Jersey 

Pennsylvania 

East  North  Central: 

Ohio  3 

Indiana 

Illinois 

Michigan  * 

Wisconsin  3  6 

West  North  Central: 

Minnesota  3 

Iowa  3 

Missouri  3 

North  Dakota  3 

South  Dakota  3 

Nebraska  3 

Kansas  3 

South  Atlantic: 

Delaware  ^  3 

Maryland  3 

District  of  Columbia  3 

Virginia  ^ 

West  Virginia  3 

North  Carolina  5 

South  Carolina  3 

Georgia  3 

Florida  3 

East  South  Central: 

Kentucky  » 

Tennessee  3 

Alabama  3 

Mississippi  3 

See  footnotes  at  end  of  table 


Feet 

13^ 

12M 
NR 

12Ji 
123^ 

13 

13J^ 

12^ 

12^ 
12H 

isy2 

12K 
123^ 

12^ 

12M 

12^ 

12H 

13 

12M 

12>^ 

12H 
12M 
123^ 
123^ 
12^ 
12H 
12H 
133^ 
123^ 

123^ 
12H 
123^ 
12H 
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Table  28. — Size  and  weight  limits  for  tico  typical  semitralier  comtinations. 

United  States,  March  15,  1954 — Continued 


Vehicle  length 


Region  and  State 


West  South-central: 

Arkansas 

Louisiana 

Oklahoma  3 

Texas  3 

Tklountain: 

Montana  ^ 

Idaho  3 

Wyoming  3 

Colorado  3 

New  Mexico 

Arizona  3 

Utah  3 

Nevada  3 

Pacific- 
Washington  3.._ 

Oregon  3 

California 


Semi- 
trailer 
combi- 
nation 


Feet 


NR 


50 
50 
60 
45 

60 
60 
60 
60 
65 
65 
60 


60 
60 
60 


Other 
combi- 
nations 2 


Feet 


NR 


50 
60 
50 
45 

60 
66 
60 
60 
65 
65 
60 


60 
50 
60 


Gross  weight  i 


3-axle 
tractor- 
semi- 
trailer 
combi- 
nation 


Pounds 
45.  000 

45,  000 
54.  000 
54,000 

54.000 
64.000 
6i000 
64.  000 
64.000 
54.  000 
54,  000 
54,000 

46,  000 
54,000 
54,  000 


4-axle 
tractor- 
semi- 
trailer 
combi- 
nation 


Pounds 
50,  000 
50,  000 
60.000 
58,400 

68,000 
68.000 
68.000 
72,  000 
68,000 

68,  000 

69,  000 
68,000 

60,000 
60,  000 
68,  000 


Width 


Inches 
96 
96 
96 
96 

96 

96 
96 
96 
96 
102 
96 
96 

96 
96 
96 


Height 


Feet 
12H 
123^ 
13M 

im 

14 
13 

12^ 
12H 
13H 
14 
NR 

123^ 
121^ 
13M 


1  In  States  in  which  the  law  does  not  give  specific  weights  for  the  given  combiaations,  the  gross  weight 
limits  were  calculated  from  maximum  axle  loadings  using  the  following  assumptions:  (1)  An  8-foot  overhang 
was  deducted  from  length  of  vehicle,  (2)  tandem  axles  were  considered  to  be  a  minimum  allowable  distance 
apart,  (3)  it  is  assumed  that  each  axle  (including  the  front  axle)  carries  the  maximum  permissible  load,  and 
(4)  load  carrying  axles  have  dual  wheels. 

2  "Other  combinations"  are:  Straight  trucks  with  full  trailer;  tractor  with  semitrailer  and  full  trailer. 

3  In  this  State,  the  permissible  weight  was  calculated  by  the  National  Highway  Users  Conference  using 
the  "bridge  formula"  specified  by  the  State. 

*  "Frost  law"  requires  reduced  loads  in  spring  season. 

5  Limit  sho-wn  applies  only  on  designated  highways.    On  others,  limit  is  lower. 

8  With  power  brakes. 

7  Includes  tolerance. 

Key:  NR=No  restriction;  NP  =  Not  permitted. 

Data  tabulated  and  calculations  made  by  the  National  Highway  Users  Conference,  Commercial  Car 
Journal,  April  1954. 

Among  liquids,  milk  is  a  relatively  heavy  commodity  in  relation  to 
its  volmne.  Consequently,  a  milk  tank  is  generally  smaller  than  a  tank 
carrying  an  equal  number  of  gallons  of  gasoline  or  some  other  fluid 
and  thus  requires  less  overall  vehicle  length.  The  largest  vehicles  now 
in  general  use  as  milk  transports  carry  5,000  gallons.  Assuming  the 
tractor  and  semitrailer  have  an  empty  weight  of  15,000  pounds,  the 
gross  vehicle  weight  of  this  combination  is  58,000  pounds.  A  4-axle 
vehicle  of  this  weight  would  not  be  permitted  in  many  States, 
especially  east  of  the  Mississippi. 

A  4-axle  vehicle  with  a  tank  capacity  of  4,000  gallons  would  attain 
a  gross  vehicle  weight  of  approximately  49,400  pounds,  which  could 
be  legally  operated  in  all  but  2  States. 

The  3,000-gallon  tank  mounted  on  the  same  vehicle  would  weigh 
40.800  pounds,  a  gross  vehicle  weight  which  would  be  permitted 
throughout  the  United  States. 

At  the  present  time,  the  vehicle  with  a  tank  capacity  of  3,000  to 
3,500  gallons  is  probably  the  most  popular  among  long-distance  bulk 
milk  haulers. 

All  the  tanks  discussed  above  could  be  mounted  on  vehicles  within 
the  legal  limits  on  length  in  all  States.  It  is  thus  apparent  that  the 
milk  hauler  is  bound  more  by  weight  restrictions  than  by  length, 
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except  that,  if  any  State's  regulations  were  amended  to  allow  greater 
length,  there  probably  would,  at  the  same  time,  be  an  amendment  to 
allow  more  weight  because  of  the  greater  length  and  the  consequent 
improvement  in  weight  distribution. 

Carriers  in  interstate  commerce  must  limit  their  vehicles  so  as  to 
meet  standards  in  the  most  restrictive  State  through  which  they 
operate.  This  may  mean  that  as  to  a  particular  vehicle  operating  in  a 
second  State,  the  trucker  cannot  take  full  advantage  of  the  limits 
allowed. 

The  States  also  require  truckers  to  observe  certain  limits  as  to  weight 
on  any  one  axle  or  tandem  axle  combination.  This  limitation  is  not  so 
serious  for  milk  haulers  as  it  is  for  other  truckers.  A  frequent  prob- 
lem for  haulers  of  dry  freight  is  that  an  accidental  load  shift  may 
make  a  legally  loaded  truck  illegal  by  concentrating  too  much  weight 
on  one  axle.  This  is  not  the  case  with  a  fluid  load.  Except  in  tanks 
with  several  compartments,  the  load  distribution  is  always  the  same 
on  all  load-carrying  axles. 

Restrictive  load  limits  are  most  serious  when  they  are  found  in 
States  which  lie  across  the  most  direct  routes  for  the  movement  of 
bulk  milk.  For  example,  Kentucky,  with  its  low  weight  limits,  lies 
between  Wisconsin  and  the  Southeast.  Haulers  of  dry  freight  can 
run  at  reduced  loads  through  restrictive  States,  but  reduced  loads  of 
milk  are  impracticable  due  to  a  tendency  for  milk  to  churn  in  partial 
loads.  As  a  consequence,  it  is  necessary  for  the  hauler  of  milk  to  have 
a  wide  variety  of  equipment  on  hand,  so  that  full  loads  can  be  shipped 
(^5',  pp.  39-49). 

The  effect  of  highway  load  limits  on  transportation  costs  is  illus- 
trated by  the  schedule  of  shipping  rates  for  one  firm.  The  charge  for 
a  movement  over  a  distance  of  500  miles  was  97  cents  per  hundred- 
weight when  23,000  pounds  were  shipped  in  one  load,  and  87  cents 
per  hundredweight  for  a  load  of  27,500  pounds. 

Between  some  points  larger  loads  could  be  moved  by  avoiding  the 
States  having  the  lowest  load  limits.  The  full  effect  of  the  lower  load 
limit  was  felt  only  where  the  costs  of  increased  mileage  more  than 
offset  the  savings  from  moving  a  larger  load. 

There  are  some  limits  to  the  benefits  which  would  accrue  in  the 
long-distance  movement  of  milk  as  a  result  of  higher  maximum  load 
limits.  Mostly  these  shipments  are  needed  to  supplement  a  milk 
plant's  local  sources.  As  the  season  progresses  from  surplus  to  deficit 
production,  and  later  again  to  surplus,  there  are  periods  of  varying 
length  when  the  difference  between  daily  receipts  from  local  sources 
and  daily  sales  at  most  plants  is  only  a  few  thousand  pounds.  Emer- 
gency supplies  during  such  periods  would  be  received  in  the  smallest 
practicable  size  of  shipment.  Where  smaller  shipments  cause  a  higher 
charge  per  hundredweight,  this  factor  could  be  more  than  offset  by 
several  advantages,  A  large  shipment  would  involve  storing  fresh 
milk  and  rotating  the  stocks — a  practice  which  brings  extra  costs  and 
sometimes  adverse  effects  on  quality.  Furthermore,  a  shipment  larger 
than  what  is  immediately  needed  may  increase  the  proportion  of  milk 
which  is  consigned  to  low-value  uses. 
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VEHICLE  LICENSE  FEES  AND  TAXES 

Vehicle  license  fees  and  taxes  are  important  items  of  expense  for 
trucking  milk. 

Truckers  moving  interstate  are  generally  able  to  take  advantage  of 
reciprocity  agreements  between  the  various  States.  In  general,  this 
means  that  a  truck  registered  in  one  State  can  move  into  other  States 
without  having  to  pay  registration  fees  in  the  other  States.  Since 
registration  fees  for  large  trucks  are  substantial  in  amount,  this  con- 
stitutes a  great  advantage.  In  many  States,  registration  fees  for 
large  tractor,  semitrailer  combinations  may  be  more  than  $500.  It 
is  not  likely  that  a  milk-transport  truck  which  may  be  used  interstate 
for  only  a  few  months  during  the  year  could  bear  the  full  cost  of 
registration  in  all  the  States  it  might  enter. 

Most  reciprocity  agreements  cover  only  registration  fees.  Inci- 
dental fees,  fuel  taxes,  and  other  levies  must  be  paid  by  the  trucker. 
Unfortunately,  there  is  little  uniformity  among  the  States  as  to  the 
coverage  of  reciprocity  agreements.  A  trucker  based  in  one  State 
may  be  able  to  operate  in  several  States  without  registering  his  truck 
in  those  States  while  in  others  he  may  be  forced  to  register. 

At  the  present  time,  several  States  impose  weight-distance  taxes, 
which  are  generally  not  subject  to  reciprocity.  Such  a  tax  is  calcu- 
lated by  a  formula  involving  some  combination  of  weight  and  distance. 
A  vehicle  designed  for  50,000  pounds  gross  weight  can  be  registered 
in  New  York  for  $293.  If  such  a  vehicle  operated  50,000  miles  at 
full  or  partial  load  in  Kew  York  it  would  have  to  pay  $850  in  weight- 
distance  taxes.  In  Georgia,  which  has  no  weight-distance  tax,  the 
registration  fee  for  a  tractor-trailer  of  this  same  size  ^®  would  be 
$1,350.  Milk  haulers  generally  do  not  run  as  many  miles  per  j^ear  as 
common  carriers.  Consequently,  for  a  milk-transport  truck,  a  ton- 
mile  tax  may  not  add  as  much  to  cost-per-mile  as  a  high  registration 
fee.  For  a  truck  registered  in  Georgia  operating  only  a  few  months 
per  year,  the  cost  of  registration  would  be  much  higher  on  a  per-mile 
basis  than  it  would  be  for  a  common  carrier. 

So  long  as  reciprocity  agreements  are  in  force,  a  trucker  can  use 
his  vehicle  in  other  States  intensively  or  only  infrequently  without 
paying  additional  fees.  For  example,  a  truck  registered  in  Wisconsin 
at  a  fee  of  $680  could  operate  in  George  paying  at  most  only  a  nominal 
fee  for  identification  plates,  plus  the  Georgia  fuel  tax. 

^'  In  Geor^a,  fees  for  the  truck  tractor  range  from  $250  to  $1,000.  Semi- 
trailers are  registered  on  the  basis  of  empty  weight.  The  exact  total  registra- 
tion fee  would  depend  on  the  specifications  of  a  particular  tractor-trailer  com- 
bination. Along  with  some  other  States,  Georgia  registers  trucks  and  truck 
tractors  on  the  basis  of  the  manufacturer's  rated  capacity  of  the  vehicle  (the 
manufacturer's  estimate  of  the  gross  weight  which  the  tractor  can  pull,  including 
its  own  weight).  This  method  of  taxation  assumes  that  the  trucker  selects  a 
straight  truck  or  a  tractor  the  rated  capacity  of  which  approximates  the  in- 
tended gross  weight  of  the  straight  truck  or  of  the  tractor-trailer  combination. 
In  practice,  however,  where  the  trucker  operates  a  tractor  in  combination  with 
a  semitrailer,  the  gross  weight  of  the  combination  may  be  only  vaguely  related 
to  the  rated  capacity  of  the  tractor.  To  some  extent^  it  is  also  true  that  the 
gross  weight  of  a  straight  truck  may  differ  considerably  from  the  manufacturer's 
rated  capacity  of  the  vehicle. 
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Other  factors  which  increase  the  cost  of  milk  hauling  are :  A  high 
initial  outlay  for  equipment  and  license  fees  is  required  for  vehicles 
which  are  not  intensively  used  tliroughout  the  year.  This  increases 
ton-mile  costs. 

The  necessary  emphasis  on  sanitation  requires  extraordinary  care 
in  selection  of  materials  and  in  design  and  manufacture  of  equipment 
in  comparison  to  bulk  hauling  of  fluid  products  not  used  as  food. 

Perishability  makes  rapid  movement  of  milk  necessary  and  involves 
more  rigid  scheduling  than  is  the  case  with  less  perishable  commodi- 
ties. 

The  very  specialized  nature  of  milk  tanks  limits  their  use  in  "back 
haul"  operations.  The  ability  to  move  a  return  load  is  an  important 
cost-reducing  item  in  trucking  other  agricultural  products.  In  milk 
hauling,  there  usually  is  no  suitable  commodity  available  for  back- 
haul, although  there  are  occasional  situations  where  orange  juice, 
molasses,  or  other  liquids  are  carried  on  the  return  trip. 

Facts  such  as  the  above  may  have  influenced  the  rates  charged  by 
milk-transport  companies,  but  in  none  of  the  interviews  with  dairy 
company  officials  were  excessive  trucking  fees  and  licenses  cited  as 
factors  affecting  the  movement  of  milk.  Kutish  reported  that  a  legal 
pay  load  in  Wisconsin  lower  than  in  Illinois  places  Wisconsin  pro- 
ducers at  a  disadvantage  in  competition  with  Illinois  producers  for 
the  Chicago  market  (^P,  p.  45) . 

The  volume  of  fluid  milk  transported  by  rail  is  so  small  as  to  be 
almost  insignificant,  but  rail  rates  may  favor  intrastate  over  interstate 
movements.  Hillman  et  al.,  studying  the  Western  States,  pointed  out 
that  there  were  variations  between  intrastate  and  interstate  railroad 
freight  rates  which  favored  intrastate  movements.  Such  preferential 
rates  existed  in  Montana,  Nevada,  and  California  {SS,  p.  64).  In  the 
present  study,  no  inquiiy  was  made  as  to  the  situation  outside  the 
western  region. 

GEOGRAPHIC  PRICE  STRUCTURE 

The  primary  objective  of  the  analysis  of  the  geographic  structure 
of  milk  prices  in  the  United  States  was  to  determine  in  which  mar- 
kets prices  were  sufficiently  high  to  provide  an  incentive  for  milk 
to  be  shipped  from  areas  with  lower  milk  prices.  The  principal  in- 
terest was  in  identifying  those  markets  with  the  highest  relative  prices 
so  that  a  more  intensive  study  of  them  could  be  made  to  determine 
whether  or  not  restrictive  economic  or  sanitary  regulations  were  fac- 
tors in  the  maintenance  of  prices. 

For  the  purposes  of  this  analysis,  it  was  assumed  that  certain  reg- 
ulations regarding  the  marketing  of  milk  would  remain  in  effect. 
Specifically,  four  assumptions  were  made  which  bear  directly  on  the 
results  of  the  analysis.  (1)  It  was  assumed  that  beverage  milk  for 
consumption  in  fresh  form  would  continue  to  be  defined  as  a  com- 
modity. That  is,  market  milk  would  be  handled  as  such  and  it  would 
not  be  reconstituted  from  manufactured  products.  (2)  It  was  as- 
sumed that  the  sanitary  regulations  for  the  production  and  handling 
of  fluid  milk  would  remain  stricter  than  for  milk  used  in  manufac- 
turing products.   The  analysis  itself  assumes  no  particular  standard — 
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only  that  milk  deemed  suitable  for  human  consumption  in  fresh  form 
is  the  same  at  all  geographic  points.  (3)  The  analysis  does  not  assume 
elimination  of  minimum  price  regulations,  but  it  does  assume  that 
neither  the  price  regulations  nor  the  administration  of  them  inter- 
fere with  the  movement  of  milk  among  markets.  (4)  Continuation 
of  the  system  of  pricing  milk  according  to  its  utilization  is  assumed. 
Even  under  systems  of  administered  pricing  arbitrarily  high  class 
prices  could  not  be  maintained  if  dealei*s  were  free  to  seek  alternative 
sources  of  supply.  Accordingly,  attention  in  the  first  portion  of  the 
analysis  is  directed  toward  dealers'  buying  prices  for  milk  for  fluid 
use  (class  I  in  most  markets) . 

DEALER  BUYING  PRICES  FOR  FLUID  USE 

If  milk  of  quality  suitable  for  fluid  use  were  free  to  move  among 
markets  without  restrictions,  it  would  be  expected  that  dealers'  buying 
prices  of  milk  for  fluid  use  would  be  related  among  markets  in  a 
logical  pattern  {13^  31,  36) .  A  geogxaphic  price  surface  describing 
such  a  pattern  would  include  one  or  more  areas  of  lowest  prices  where 
more  milk  is  produced  than  consumed.  Prices  would  be  expected  to 
increase  with  distance  from  these  areas  toward  large  consuming  cen- 
ters. Even  the  possibility  of  moving  milk  from  one  market  to  another 
would  tend  to  keep  prices  in  line.  Prices  would  differ  among  markets 
by  the  amount  of  transfer  costs,  of  which  the  largest  element  is  the 
cost  of  transportation. 

As  a  first  approximation  it  was  assumed  that  dealers'  buying  prices 
would  be  related  to  prices  in  the  area  of  greatest  surplus  "Grade  A"  *° 
production  centering  in  Wisconsin.  They  were  expected  to  increase 
with  distance  from  this  area.  Dealers'  buying  prices  for  milk  for 
fluid  use  in  160  markets  in  all  parts  of  the  country  were  related  to 
distance  from  Eau  Claire,  Wis.,  for  the  year  beginning  July  1953  by 
plotting  on  a  scatter  diagram.  Eau  Claire  was  selected  from  among 
several  Wisconsin  points  which  could  have  been  used  with  equal  valid- 
ity to  represent  the  area.  Dealers'  buying  prices  for  "Grade  A"  milk 
at  Wisconsin  points  are  closely  related  because  of  the  influence  of  the 
location  differentials  established  hy  the  Chicago  Federal  Milk  Market- 
ing Order. 

Shortest  highway  mileage  was  used  as  a  measure  of  distance  be- 
cause milk  is  now  transported  among  markets  chiefly  by  tank  truck. 
Data  pertaining  to  the  years  19-16  to  1950  show  that  the  shipment  of 
bulk  milk  between  markets  shifted  from  rail  to  truck  and  by  1950 
most  intermarket  movements  were  by  truck.^^ 

The  prices  used  in  the  analysis  are  average  prices  for  the  period 
July  1953  to  June  1954  published  in  the  Fluid  Milk  and  Cream  Report 
{61)  and  unpublished  prices  reported  to  the  Agricultural  Marketing 
Service.  All  prices  were  adjusted  to  3.5  percent  milk  by  applying  the 
butter  fat  differential  applicable  in  each  case.  They  represent  dealers' 
buying  prices  from  producers.  They  are  in  practically  all  cases, 
"class"  prices.     Tliat  is,  they  are  the  rate  at  which  dealers  pay  pro- 

"The  term  "Grade  A"  is  employed  here  and  subsequently  in  this  section  to 
represent  milk  suitable  for  sale  as  fluid  milk. 

"  Unpublished  data  obtained  in  1951  by  Lewis  P.  Jenkins,  Bur.  Agr.  Econ., 
USDA,  and  Hugh  L.  Cook,  Dept.  Agr.  Econ.,  Univ.  of  Wis. 
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ducers  for  that  part  of  their  receipts  of  milk  which  they  dispose  of  in 
the  form  of  fluid  milk  products.  In  the  case  of  Chicago,  Boston,  New 
York,  and  New  Orleans  they  represent  prices  paid  for  milk  delivered 
to  plants  located  at  specified  distances  from  the  city.  At  all  other 
points  they  are  for  milk  delivered  to  plants  in  the  city. 

It  is  essential  to  the  analysis  that  these  prices  be  fully  comparable. 
It  is  evident  that  milk  ready  for  intermarket  shipment  would  cost 
more  than  the  dealers'  buying  prices  since  the  milk  would  have  been 
received,  weighed,  tested,  cooled,  standardized  and  loaded  into  tank 
trucks.  A  plant  handling  fee  for  these  services  would  be  added.*^ 
For  example,  the  price  to  producers  at  Eau  Claire  is  except  for  location 
comparable  to  the  price  to  producers  for  milk  delivered  to  plants  in 
the  201-210  mile  zone  of  the  New  York  market.  The  majority  of  milk 
supplies  for  markets  with  zone  quotations  actually  are  first  received 
at  plants  located  some  distance  from  those  cities. 

When  zone  price  quotations  were  used  in  the  analysis  the  distance 
was  figured  from  Eau  Claire  to  the  base  zone  rather  than  to  the  city. 

Preliminary  graphic  analysis  indicated  a  relationship  between  class 
I  prices  and  distances  of  markets  from  a  Wisconsin  point.  Another 
major  region  of  low  prices  appeared  in  northern  New  England  and 
Upstate  New  York,  and  a  third  in  the  w^estern  United  States,  beyond 
the  Rocky  Mountains. 

Prices  in  all  of  the  far-western  States  were  substantially  below 
those  which  would  be  indicated  by  the  price- distance  relationship  from 
Wisconsin.  Furthermore,  the  geographic  pattern  of  dealers'  buying 
prices  in  the  West  was  not  related  to  any  single  area.  Kather,  there 
were  several  different  areas  of  relatively  intensive  dairy  production 
which  correspond  with  areas  of  low  prices.  Some  of  the  areas  of 
production  for  the  populous  coastal  cities  are  nearby.  Even  in  the 
large  cities  on  the  Pacific  coast  most  distant  from  western  surplus 
areas,  prices  are  apparently  not  sufficiently  high  to  attract  milk  from 
the  Midwest.  However,  this  conclusion  does  not  preclude  the  pos- 
sibility of  incentives  existing  for  movement  of  milk  within  the  region. 

Prices  in  markets  west  of  the  Rockies  were  excluded  from  the  anal- 
ysis of  prices  in  relation  to  distance  from  Wisconsin,  because  they  were 
far  below  the  level  which  would  be  necessary  to  stimulate  imports  of 
milk  from  the  Midwest. 

The  low  point  on  the  price  surface  in  northern  New  England  and 
Upstate  New  York  is  in  an  area  where  a  major  part  of  the  milk  sup- 
plies for  Boston  and  New  York  originate.  Generally,  dealers'  buying 
prices  in  cities  located  in  Vermont  and  Upstate  New  York  were  equal 
to  or  lower  than  the  New  York  or  Boston  class  I  prices  adjusted  by 
location  differential.  In  Vermont  the  minimum  dealers'  buying  prices 
established  by  the  Milk  Control  Board  are  set  at  the  Boston  blend 
price  plus  a  small  fixed  premium.  This  price  is  considerably  below 
the  Boston  class  I  price,  adjusted  for  location. 

Though  prices  in  Vermont  and  Upstate  New  York  were  unusually 
low  in  relation  to  prices  indicated  by  the  price-distance  relationship 
analysis,  they  are  not  prices  at  which  milk  is  available  for  movement 


^^  The  effect  of  the  70  cents  per  hundred  pounds  above  the  class  I  prices  which 
the  Chicago  order  requires  on  sales  out  of  the  marketing  area  under  certain 
conditions  during  the  fall  season  is  excluded  from  this  analysis. 
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to  other  markets  with  classified  pricing  systems.  They  are  the  prices 
at  which  local  dealers  can  induce  producers  to  shift  to  the  local  market 
from  pool  plants. 

Local  dealers  need  carry  little  surplus  because  supplementary  milk 
is  readily  available  from  excess  supplies  of  handlers  under  the  New 
York  and  Boston  market-wide  pools.  These  local  buying  prices  do 
not  provide  a  legitimate  basis  for  comparison  as  long  as  a  classified 
use  pricing  system  is  assumed.  The  most  significant  class  price  struc- 
ture for  fluid  milk  Avithin  the  Northeast  production  area  is  that  estab- 
lished by  the  major  market  orders. 

Since  prices  for  the  major  markets  in  the  Northeast  were  observed 
to  be  related  to  distance  from  Wisconsin,  they  were  retained  in  the 
analysis. 

Supplj^-demand  conditions  within  the  northeastern  region  might 
dictate  a  class  I  price  lower  than  that  indicated  by  relationships  with 
the  Midwest.  However,  the  Northeast  has  been  in  a  deficit  position 
with  respect  to  fluid  milk  at  times  in  the  past  decade.  The  relation- 
ship to  Midwest  prices  plus  transfer  costs  is  of  some  practical  signifi- 
cance, establishing  a  ceiling  which  prices  in  Eastern  markets  could 
not  exceed  without  restrictive  regulations. 

Dealers'  buying  prices  for  fluid  milk  in  143  markets  located  east 
of  the  Rocky  Mountains  were  related  to  distance  from  a  Wisconsin 
point  by  straightline  regression  analj^sis  (fig.  1) .  This  procedure  was 
used  to  achieve  quickly  the  primary  purpose  of  identifying  markets 
with  prices  above  average,  taking  location  into  account.  Compre- 
hensive current  data  on  transportation  and  other  transfer  costs  were 
not  readily  available,  so  it  was  not  possible  to  develop  a  more  refined 
analysis  of  prices  at  various  locations. 


In  143  Markets  East  of  Rockies 
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Tlie  regression  of  price  on  distance  indicates  a  price  of  $3.54  at  Eau 
Claire.  This  is  one  cent  less  than  the  average  class  I  price  established 
in  the  Eau  Claire  zone  by  the  Chicago  order.  It  is  45  cents  above 
the  average  price  paid  farmers  at  18  Midwest  condenseries. 

The  analysis  shows  that  the  dealers'  buying  price  for  fluid  milk 
increased  an  average  of  1.92  cents  j)er  hundredweight  per  10  miles 
increase  in  distance  from  the  Wisconsin  point. 

The  regression  line  could  be  considered  most  meaningful  for  this 
analysis  if  its  slope  approximated  transportation  and  other  transfer 
costs.  While  data  on  these  costs  are  not  entirely  adequate,  they  afford 
some  indication  of  the  consistency  of  the  slope  of  the  regression  line 
with  approximate  transfer  costs. 

The  estimate  of  1.92  cents  agrees  approximately  with  information 
from  a  limited  number  of  schedules  of  rates  actually  charged  by  firms 
specializing  in  the  tanking  of  milk  between  markets.  Rates  charged 
by  four  such  firms  doing  a  large  volume  of  business  ranged  from  1.75 
cents  to  about  2.0  cents  per  10  miles  distance.*^ 

The  analysis  shows  that  a  straight  line  regression  fits  the  observed 
prices  rather  well,  and  that  75  percent  of  the  variation  in  class  I  prices 
was  associated  with  distance  from  a  point  in  Wisconsin.  (See  ap- 
pendix B,  table  38.)  Some  decrease  in  transfer  costs  per  mile 
as  length  of  haul  increased  might  have  been  expected  due  to  the  dis- 
tributing fixed  costs  per  trip  over  more  miles.  However,  the  rates 
charged  by  the  4  large  firms  were  the  same  per  mile  regardless  of  the 
distance  quoted  up  to  1,500  miles.  The  straight  line  approximation 
seems  adequate  for  the  limited  purposes  of  this  analysis. 

The  amount  by  which  the  actual  dealers'  buying  prices  are  above 
the  line  of  average  relationship  (regression  line)  is  a  measure  of  the 
amount  of  apparent  price  incentive  for  shipments  of  milk  from  lower 
priced  producing  areas.  Those  markets  represented  by  dots  the  great- 
est vertical  distance  above  the  line  are  the  ones  most  likely  to  attract 
imports  of  milk.  It  is  recognized  that  there  may  be  factors  other 
than  the  restrictive  effects  of  regulations,  such  as  natural  geographic 
barriers  and  the  size,  number,  and  relative  strength  of  dealers  and  of 
producers'  cooperatives,  which  may  explain  why  prices  in  some  of 
these  markets  depart  from  the  average  relationship.  Regardless  of 
this,  the  regression  line  serves  as  a  useful  reference  for  identifying 
markets  for  further  study.  Whether  the  slope  of  the  regression  is 
exactly  right  or  not,  the  analysis  isolates  markets  in  which  prices 
differ  most  from  the  average  after  taking  location  into  account.  When 
it  is  assumed  that  milk  may  move  freely  the  price  in  a  given  market 
would  be  no  more  than  a  small  amount  higher  than  that  indicated 
by  the  import  point  ^*  unless  it  includes  payment  for  additional  mar- 
keting services.  However,  cities  located  in  or  near  local  surplus  areas 
may  have  prices  below  those  indicated  by  the  regression  analysis  if 
local  or  regional  supply-demand  conditions  warrant.  Such  places 
would  also  be  potential  sources  of  supplies  for  high  priced  markets. 


*^  Rates  in  effect  January  1955. 

**  Price  sufficiently  high  to  provide  an  incentive  for  dealers  to  seek  alternative 
sources  of  supply.  In  this  analysis  the  import  point  is  estimated  from  the 
regression  of  prices  on  distance  from  Wisconsin. 
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Dealers'  buying  prices  for  milk  for  fluid  use  are  compared  with 
prices  calculated  from  the  regression  of  dealers'  buying  prices  on  dis- 
tance from  a  Wisconsin  point  (table  29) . 

The  differences  between  actual  and  calculated  dealers'  buying  prices 
for  individual  markets  should  be  interpreted  with  caution.  These 
results  show  only  the  extent  which  prices  in  each  city  depart  from 
the  average  relationship  of  prices  among  markets  considering  distance 
from  the  Wisconsin  surplus  area. 

The  results  of  the  analysis  of  dealers'  buying  prices  may  be  illus- 
trated by  means  of  equal-price  maps.  A  series  of  3  such  maps  (figs. 
2  and  3)  picture  the  3  basic  steps  in  the  analysis. 

First,  equal-price  lines  were  drawn  on  an  outline  map  of  the  United 
States  (top  of  fig.  2)  to  show  the  geographic  structure  of  Class  I 
prices  prevailing  during  the  year  ending  June  1954.  These  lines  are 
based  on  the  actual  dealers'  buying  prices  in  160  markets.  Construc- 
tion of  equal-price  lines  from  a  limited  number  of  observations  neces- 
sarily requires  some  interpolation.  Consequently,  the  map  is  adequate 
to  show  the  structure  of  prices  in  a  general  way  but  not  for  exact 
prices  at  specific  points  (for  prices  in  individual  markets  refer  back 
to  table  29). 

In  the  second  step  (bottom  of  fig.  2)  equal-price  lines  representing  a 
structure  of  prices  based  on  distance  from  surplus  supply  areas  were 
calculated  from  the  results  of  the  analysis  of  Class  I  prices  in  relation 
to  distance  from  Wisconsin.  Since  this  average  relationship  was 
shown  to  approximate  actual  transfer  costs  these  lines  represent  the 
alternative  price  for  milk  which  might  be  moved  from  alternative 
supply  areas.  Three  alternative  supply  areas  represented  by  basing 
points  at  Eau  Claire,  Wis.,  Seattle,  Wash.,  and  Fresno,  Calif.,  were 
used  in  constructing  the  calculated  equal-price  lines. 

A  third  map  (fig.  3)  was  constructed  to  show  in  which  areas  actual 
prices  differed  from  calculated  prices,  by  how  much  they  differed  and 
whether  actual  prices  were  more  or  less  than  calculated  prices.  This 
comparison  was  made  by  superimposing  the  calculated  equal-price 
lines  on  the  map  showing  actual  price  lines  and  cross  hatching  to  show 
the  direction  and  amount  of  the  differences. 

The  price  structure  for  the  area  east  of  the  Kockies  was  built  up 
from  an  origin  of  $3.54  per  hundred  pounds  of  milk  at  a  point  in 
Wisconsin  with  equal  price  lines  spaced  at  intervals  of  46  cents  per 
hundred  pounds  of  milk  (approximately  equal  to  1  cent  per  quart). 
In  the  far  West  the  price  structure  was  on  a  point  located  in  the  San 
Joaquin  Valley  in  California  using  the  price  distance  relationship 
derived  from  the  regression  analysis. 

BLEND  PRICES 

An  analysis  of  dealers'  buying  prices  shows  the  possibilities  for 
moving  assembled  milk  among  markets  in  bulk  lots,  but  it  does  not 
show  how  producer  prices  are  related.  In  order  to  show  this,  the 
relationship  of  blend  prices  among  markets  for  which  data  were  avail- 
able was  analyzed.  This  analysis  would  be  expected  to  reveal  any 
maladjustments  among  markets  which  would  provide  incentives  for 
producers  to  shift  from  low-price  to  high-price  markets.    The  relation- 
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Table  29. — Dealers'  'buying  prices  for  milk  for  fluid  use,  compared  with  prices 
calculated  from  regression  of  Class  I  price  on  shortest  hiahwav  distance  from. 


Eau  Claire,  Wisconsin,  July  1953-June  1954 


price  on  shortest  highway  distance  from 


Market 


DEALERS'  BUYING  PRICES  EXCEED  CALCULATED  PRICES 

District  of  Columbia 

Roanoke,  Va.  (S) 

Savannah,  Ga.  (S) 

Pittsburgh,  Pa.  (S) 

Buffalo,  N.Y.  (S) 

Richmond,  Va.  (S) 

Jacksonville,  Fla.  (S) 

Colorado  Springs,  Colo 

Rochester,  N.  Y.  (S) 

Duluth,  Minn.  (F) 

Denver,  Colo 

Columbus,  Ga.  (S) 

Norfolk-Portsmouth,  Va.  (S) 

Baltimore,  Md 

Asheville,  N.  C.  (S) 

Birmingham,  Ala.  (S) 

Atlanta,  Ga.  (S) 

Fort  Dodge,  Iowa 

Johnstown,  Pa.  (S)... 

Orlando,  Fla.  (S) - 

Sioux  City,  Iowa  (F) 

Houston,  Tex — 

Columbia,  S.  C 

Greenville,  S.  O -- 

Sioux  Falls,  S.  Dak.  (F) 

Winston-Salem,  N.  C.  (S) 

Galveston,  Tex - 

Des  Moines,  Iowa 

HIghpoint,  N.  C.  (S) 

Concord,  N.  C.  (S)-.. 

New  Haven,  Conn.  (S) 

Charlotte,  N.  C.  (S) 

Newport,  R.  I.  (S) —  - 

Anniston,  Ala.  (S) 

Mobile,  Ala.  (S).. 

Burlington,  Iowa 

Reading,  Pa.  (S) 

Durham.  N.  C.  (S) 

Hartford,  Conn.  (S) 

St.  Paul.  Minn.  (F) .- 

Harrisburg,  Pa.  (S) 

Minneapolis,  Minn.  (F) -. 

Omaha.  Nebr.  (F) 

New  Orleans.  La.  (61-70  mile  zone)  (F) 

Battle  Creek,  Mich 

Charleston,  W.  Va 

Kalamazoo,  Mich 

Grand  Rapids,  Mich 

Lincoln,  Nebr.  (F) 

Albuquerque,  N.  Mex 

Winona,  Minn 

Opelika.  Ala.  (S) 

Evansville,  Ind 

Montgomery,  Ala.  (S) 

Providence,  R.  I.  (S) --- 

Tampa,  Fla.  (S) 

Cheyenne,  Wyo 

Rock  Island,  111.  (F) 

St.  Louis,  Mo.  (F) 

Aberdeen,  S.  Dak 

DEALERS'  BUYINO  PRICES  ARE  LESS  THAN  CALCULATED  PRICES 

Miami,  Fla.  (S) 

West  Palm  Beach,  Fla.  (S) 

Alexandria,  La 

Wichita,  Kans.  (F) -- 

Lansing,  Mich 

Cincinnati,  Ohio  (F) 

Charleston,  S.  O 

Philadelphia,  Pa,  (FS) 

Footnote  at  end  of  table. 


Dealers' 
buying  price 


Per  cwt. 

$6.56 

6.47 

6.84 

5.87 

6.00 

6.44 

6.90 

6.09 

6.00 

4.48 

6.94 

6.27 

6.40 

6.03 

6.95 

5.98 

6.27 

4.60 

5.68 

6.92 

4.70 

6.48 

6.16 

5.96 

4.56 

6.97 

6.48 

4.52 

6.96 

5.94 

6.21 

6.95 

6.44 

5.75 

6.04 

4.52 

5.80 

6.97 

6.21 

3.96 

5.66 

3.96 

4.62 

5.96 

4.68 

5.27 

4.58 

4.66 

4.62 

6.19 

3.78 

6.75 

4.83 

5.75 

6.18 

6.53 

5.36 

4.15 

4.59 

4.31 

6.80 

6.67 

5.70 

4.92 

4.53 

4.69 

5.85 

5.51 

Calculated 
price 


Per  cwt. 
$5.48 
5.44 
5.98 
5.04 
5.20 
5.64 
6.14 
5.42 
5.33 
3.85 
5.36 
5.69 
5.83 
5A7 
5.40 
5.44 
5.74 
4.09 
5.17 
6.41 
4.23 
6.99 
5.71 
5.52 
4.17 
5.57 
6.08 
4.15 
5.60 
5.59 
5.88 
6.63 
6.12 
5.44 
5.73 
4.22 
5.51 
5.69 
6.94 
3.71 
5.41 
3.73 
4.40 
5.75 
4.48 
5.08 
4.44 
4.50 
4.47 
6.04 
3.66 
6.63 
4.72 
5.64 
6.07 
6.42 
5.27 
4.09 
4.54 
4.27 


6.82 
6.69 
5.74 
4.96 
4.57 
4.74 
5.93 
5.60 


Amount 

actual  price 

exceeds  or  is 

less  than 

calculated 

price 


Per  cwt. 

$1.08 
L03 
.86 
.83 
.80 
.80 
.76 
.67 
.67 
.63 
.68 
.68 
.57 
.56 
.55 
.64 
.53 
.51 
.51 
.51 
.50 
.49 
.45 
.44 
.43 
.40 
.40 
.37 
.36 
.35 
.33 
.32 
.32 
.31 
.31 
.30 
.29 
.28 
.27 
.26 
.25 
.23 
.22 
.21 
.20 
.19 
.17 
.16 
.15 
.16 
.12 
.12 
.11 
.11 
.11 
.11 
.09 
.06 
.05 
.04 


.02 
.02 
.03 
.04 
.04 
.06 
.08 
.09 


94 


Table  29. — Dealers*  buying  prices  for  milk  for  fluid  use,  compared  with  prices 
calculated  from  regression  of  Class  I  price  on  shortest  highway  distance  from 
Eau  Claire,  Wiscojisin,  July  1953-June  1954  ' — Continued 


Market 


Dealers' 
buying  price 


Calculated 
price 


Amount 

actual  price 

exceeds  or  is 

less  than 

calculated 

price 


dealers'  buying  prices  are  less  than  calculated 
PRICES— continued 


Beloit,  Wis 

Kansas  City,  Mo.  (F) --.. 

Camden-Trenton  N.J.  (S) 

Chicago,  111  (55-70  mile  zone)  (F) 

Louisville,  Ky.  (F) 

Indianapolis.  Ind 

New  York,  N.  Y.  (201-210  mile  zone)  (FS). 

Milwaukee,  Wis.  (F) 

Newark,  N.  J.  (S) 

Atlantic  City,  N.  J.  (S) 

Grand  Forks,  N.  Dak 

Dayton,  Ohio  (F) 

Jackson,  Miss 

South  Bend,  Ind.  (F)... 

Cleveland,  Ohio  (F) 

Memphis,  Tenn.  (F)-- 

Detroit,  Mich.  (F) 

Fort  Wayne.  Ind.  (F) 

Tulsa.  Okla.  (F) 

Canton,  Ohio 

Topeka,  Kans.  (F) 

Kenosha.  Wis 

Springfield,  111 

Paducah,  Ky.  (F) 

Dallas-Ft.  Worth,  Tex.  (F) 

Toledo,  Ohio  (F) 

Wheeling,  W.  Va 

Gary,  Ind.  (F) 

El  Paso,  Tex 

Fall  River,  Mass.  (F) 

Huntington,  W.  Va.  (F) 

Little  Rock,  Ark.  (F) 

Columbus.  Ohio  (F) 

Fargo-Moorhead.  N.  Dak 

Springfield,  Mo.  (F) 

Knoxville.  Tenn.  (F) 

Oshkosh,  Wis 

Springfield,  Mass.  (F) 

Albany.  N.  Y... 

Waco,  Tex 

Augusta-Portland,  Maine  (S) 

Worcester,  Mass.  (F) 

Concord,  N.  H.  (S) 

Manchester-Nashua-Portsmouth  N.  H.  (S). 

Lowell-Lawrence,  Mass.  (F) 

Oklahoma  City,  Okla.  (F) 

Nashville,  Tenn.  (F) 

Alton,  111 

Akron,  Ohio 

Elyria,  Ohio 

Boston,  Ma.ss.  (201-210  mile  zone)  (F) 

Lexington,  Ky 

Binghamton,  N.  Y 

Bennington,  Vt  (S) 

Bellows  Falls,  Vt.  (S) 

Burlington,  Vt.  (S) 


Per  cwt. 
$3.91 


43 
54 
91 
60 
37 
20 


3.86 
5.54 
6.54 
4.12 
4.48 
5.30 
4.12 
4.61 
4.38 
4.46 


24 
79 
63 
43 
84 
14 
54 
22 
32 
4.68 
3.91 
6.09 
5.78 
4,69 
4.88 
3.42 
3.83 
4.41 


4 
3 

5. 

5. 

5, 

5.88 

5.50 

5.51 

5.51 

5.50 

4.72 

4.48 


4.27 
4.30 
4.31 
4.31 


Per  cwt. 
$4.00 
4.55 
5.66 
4.05 
4.74 
4.52 
5.36 
4.02 
6.71 
5.72 
4.33 
4.69 
6.51 
4.34 
4.83 
5.10 
4.69 
4.47 
5.03 
4.87 


67 
09 
40 
80 
52 
4.62 
4.99 
4.23 
6.41 
6.10 
5.01 
5.21 
4.77 
4.18 
4.77 
5.21 
3.89 
5.91 
5.74 
5.70 
6.31 
6.00 
6.03 
6.03 


4.78 
5.68 
4.85 
5.54 
5.80 
5.87 
6.94 


Per  cwt. 
$0.09 
.12 
.12 
.14 
.14 
.16 
.16 
.16 
.17 
.18 
.21 
.21 
.21 
.22 
.22 
.22 
.23 
.23 
.24 
.24 
.24 
.25 
.26 
.26 
.30 
.30 
.31 
.32 
.32 
.32 
.32 
.33 
.35 
.35 
.36 
.37 
.38 
.41 
.41 
.43 
.43 
.50 
.52 
.52 
.52 
.64 
.55 
.57 
.57 
.58 
.70 
.75 
1.27 
1.50 
1.56 
1.63 


1  Excludes  area  west  of  Rocky  Mountains  and  urban  places  of  less  than  25,000. 

(F)  Federal  regulation. 
(S)  State  regulation. 
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PRICE  STRUCTURE  FOR  MflK 

July  1953  -June  1954 


ACTUAL  EQUAl-PRSCE  LINES° 


5.38. 


4.92 


4.92 


4.92 


DEALERS'  BUYING   PKICES  PC?   CWT.  3.5   PERCENT  FOP   FLUID   USE. 
^BASED  OH  DISTANCE  FfiOa  ALTtRNATIVE  SUPPLY  AREAS. 


'based   OW  prices  in   J«0  MARKETS 


U.S.   DEPARTMENT   OF   AGRICULTURE 


NEC.    1655-55(5)       AGRICULTURAL    MARKETING   SERVICE 


Figure  2 


350089—55 8 
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AMOUNTS  BY  WHICH  ACTUAL  PRICES  DIFFERED 
FROM  CALCULATED  PRICES  FOR  MILK 

July  1953  -  June  1954 


5.3R 


5.38 


4.92 


4.92 


DEALEKf  BuriHG  PKICEi  PER  CWT,   J.S  PERCENT  MILK  FOR  FLUID  US£.  CALCULATED  PR/CEI  ARE  BASED 
on  DIFFERENCES   BETWEEN  EQUAL-PRICE   LINES  DERIVED  FROU  FRICES  (M  1(0  MARKETS  AMD  EOUAL-FRICE 
LINES   DERIVED  FROIt  PRICE-DISTANCE  RELATIONSHIPS. 


U.  S.    DEPARTMENT   OF    AGRICULTURE 


NEC.    1656-SS(5)       AGRICULTURAL    MARKETING    SERVICE 


Figure  3 

ships  of  blend  prices  to  distaiice  from  the  Wisconsin  point  were  first 
analyzed  in  the  same  manner  as  dealers'  buying  prices.  Blend  prices 
were  available  only  for  Federal  order  markets  and  a  limited  number 
of  the  larger  State-controlled  and  unregulated  markets.  The  Fluid 
Milk  and  Cream  Report  Tvas  the  source  of  the  data,  and  the  period 
covered  was  as  in  the  case  of  the  class  I  prices,  July  1953  through 
June  1954. 

The  average  line  of  relationship  begins  at  a  point  11  cents  per 
hundredweight  below  the  calculated  dealers'  buying  price  at  Eau 
Claire,  but  the  slope  of  the  regression,  1.35  cents  per  10  miles,  is  not 
as  steep.  This  may  be  explained  by  the  fact  that  the  blend  price  is  an 
average  of  the  class  I  price,  which  increases  rapidly  with  distance, 
and  a  surplus  or  manufacturing-use  class  price  which  increases  very 
little  with  distance. 

The  markets  represented  by  the  six  dots  most  distant  from  the  re- 
gression line  in  figure  4  were  also  shown  by  the  analysis  of  dealer 
buying  prices  above  to  be  substantially  above  the  average  with  one 
exception.  These  markets  are  large  consuming  centers  with  relatively 
little  production  in  the  immediate  area.  Four  are  located  in  State- 
controlled  markets  and  two  in  markets  in  which  there  is  no  Govern- 
ment regulation  of  prices. 

The  cliff erences  between  actual  blend  prices  and  prices  calculated 
from  the  regression  of  blend  prices  on  distance  from  Wisconsin  for 
individual  markets  are  presented  in  table  30.  Qualifications  similar 
to  those  applied  to  the  interpretation  of  differences  in  dealers'  buying 
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prices  also  apply  to  these  results.  In  addition,  if  it  is  assumed  that 
a  classified  pricing  system  is  in  general  use,  blend  prices  do  not  repre- 
sent prices  at  which  milk  for  fluid  use  is  available  for  shipment  to 
other  markets. 


/n  58  Markets  East  of  Rockies 


BLEND  PRICES  FOR  MILK,*  RELATED  TO  DISTANCE 
FROM  WISCONSIN,^  JULY  1953-JUNE  1954 


$  PER  CWT. 


5.00 


4.00 


>Lme  of  average 
relationship^ 


•    Federal -order  markets 
X    State  regulated 
O    Unregulated 


400 


800 

MILES 


1,200 


1,600 


♦  UNIFORU  PRICES  PAID  PROOOCERS  BY  HANDLERS  UNDER  FEDERAL  OR  STATE  REGULATION  OR  3Y  LEADINC  CCOPERAWES  PER  CWT. 
FOR  J.5  PERCENT  HULK.  "SHORTEST  H/CHWAV  DISTANCE  FROM  EAO  CLAIRE,  WISCONSIN         ^   Yc  s  3M  *  .00U53X 


U.  S  DEPARTMENT  OF  AGRICULTURE 


NEC.    1657-55(5)      AGRICULTURAL   MARKETING  SERVICE 


Figure  4 

Even  if  arbitrarily  high  class  prices  maintained  by  regulations  are 
in  effect  or  sanitary  regulations  are  used  to  exclude  "other-source" 
milk,  producers  are  likely  to  make  adjustments  by  changing  markets  *^ 
or  expanding  output  in  such  a  way  as  to  make  blend  prices  competitive 
with  nearby  markets. 

Adjustments  in  blend  prices  between  markets  are  likely  to  take  place 
through  shifting  of  supplies  between  markets  in  areas  where  they 
compete  for  supplies.  Prices  in  markets  separated  by  some  distance 
from  each  other  may  be  related  through  a  linked  relationship  by  means 
of  adjustments  involving  markets  between  them.  Consequently,  in 
building  a  theoretical  pricing  structure  from  a  basing  point,  direction 
from  the  basing  point  is  a  relevant  factor. 

An  example  oi  this  is  the  relationship  between  blend  prices  resulting 
from  class  prices  established  by  Federal  orders  for  the  large  market- 
wide  pools  from  Chicago  east.  Average  blend  prices  for  July  1953- 
June  1954  at  the  base  zones  established  by  the  Chicago,  Detroit,  Cleve- 
land, and  New  York  orders  were  expressed  as  differences  from  the 
Chicago  blend  prices  f .  o.  b.  Chicago.    Prices  for  intermediate  points 


*"  Minimum  price  regulations  do  not  usually  prevent  this  except  in  States  where 
producer  licenses  are  required. 
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Table  30. — Blend  prices  compared  with  prices  calculated  from  regression  of 
blend  prices  on  shortest  highway  distance  from  Eau  Claire,  Wisconsin,  July 
1953^une  1954 


Market 


BLEND  PRICES  EXCEED  CALCULATED   PRICES 

San  Antonio,  Tex.  (F) 

Providence,  R.  I.  (S) 

Wasbinetcn,  D.  C 

Richmond,  Va.  (S) 

Hartford,  Conn.i  (S) 

Charleston,  W.  Va 

Sioux  Falls,  S.  Dak.  (F) 

Dulutb,  Minn.  (F) 

Fall  River,  Mass.  (F) 

Evansville,  Ind 

Denver,  Colo 

Minneapolis,  Minn.  (F) 

Paducah,  Ky.  (F) 

St.  Louis,  Mo.  (F) 

Baltimore,  Md 

Oma^a,  Nebr.  (F) 

Memphis,  Term.  (F) 

Pittsburgh,  Pa.  (S) 

New  Orleans,  La.  (F)  (61-70  mi.  zone) 

Philadelphia,  Pa.  (F  S) 

Sious  Citv,  Iowa  (F) 

Huntington,  W.  Va.  (F) 

Rockford,  111.  (F) 

Springfield,  Mass.  (F) 

Stark  Co.,  Ohio  (F) 

Canton,  Ohio  (F) 

BLEND  PRICES  ARE  LESS  THAN  CALCULATED   PRICES 

Lowell-Lawrence,  Mass.  (F) 

Central  West,  Tex.  (F) 

Worcester,  Mass.  (F) 

Wichita,  Kans.  (F) 

Fort  Smith,  Ark.  (F) 

Milwaukee,  Wis.  (F) 

Cincinnati,  Ohio  (F) 

Kansas  City,  Mo.  (F) 

North  Texas  (F) 

Kncxville,  Tenn.  (F) 

Dayton,  Ohio  (F) 

Toledo,  Ohio  (F) 

Akron,  Ohio  (F) 

Topeka,  Kans.  (F) 

Cleveland,  Ohio  (F) 

Chicago,  111.  (F)  (55-70  mile  zone) 

Dubuque,  Iowa  (F) 

South  Bend,  Ind.  (F) 

Quad  Cities,  Ill.-Iowa  (F) 

Louisville,  Ky.  (F) 

Detroit.  Mich.  (F) 

Cedar  Rapids,  low^a  (F) 

Columbus,  Ohio  (F) 

Neosho  VaUey,  Kans.-Mo.  (F) 

Tulsa,  Okla.  (F) 

Lima,  Ohio  (F) 

Ft.  Wayne,  Ind.  (F) 

Oklahoma  City,  Okla.  (F) 

Nashville,  Tenn.  (F) 

Springfield,  Mo.  (F) 

New  York,  N.  Y.  (F  S)  (201-210  mile  zone) 

Boston,  Mass.  (F)  (201-210  mile  zone) -.. 


Blend  price 


Per  hundred- 
weight 
$5.92 
5.93 
5.44 
5.53 
5.55 
4.93 
4.24 
4.01 
5.56 
4.59 
5.02 
3.85 
4.57 
4.38 
5.00 
4.23 
4.68 
4.63 
5.09 
4.92 
3.95 
4.50 
3.79 
5.12 
4.38 
4.38 


5.17 
5.31 
5.14 
4.41 
4.52 
3.74 
4.24 
4.10 
4.81 
4.54 
4.18 
4.12 
4.27 
4.14 
4.20 
3.64 
3.56 
3.82 
3.65 
4.10 
4.05 
3.60 
4.07 
4.03 
4.23 
3.92 
3.84 
4.22 
4.03 
3.80 
4.10 
4.03 


Calculated 
blend  price 


Per  hundred- 
weight 
$5.20 
5.21 
4.80 
4.91 
5.12 
4.52 
3.87 
3.65 
5.23 
4.26 
7.71 
3.56 
4.32 
4.13 
4.79 
4.04 
4.53 
4.49 
4.99 
4.88 
3.91 
4.46 
3.77 
5.10 
4.37 
4.37 


5.18 
5.32 
5.16 
4.43 
4.54 
3.77 
4.27 
4.14 
4.86 
4.60 
4.24 
4.19 
4.35 
4.22 
4.34 
3.79 
3.72 
3.99 
3.82 
4.28 
4.24 
3.80 
4.29 
4.27 
4.48 
4.17 
4.09 
4.64 
4.48 
4.30 
4.71 
4.94 


Amount 

actual  price 

exceeds  or  is 

less  than 

calculated 

price 


Per  hundred- 
weight 
$0. 


>  Also  includes  New  Haven  and  Bridgeport,  Conn. 
(F)  Federal  regulation. 
(S)  State  regulation. 
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were  derived  by  applying  the  location  differentials  specified  in  the 
respective  Federal  orders.  The  resulting  lines  were  joined  where  lines 
from  contiguous  supply  areas  intersected.  This  "major  markets"  line 
(figure  5)  shows  how^  blend  prices  for  these  major  marketwide  pools 
increased  with  distance  southeast  from  the  outermost  parts  of  the 
Chicago  milkshed  in  Wisconsin  to  Chicago  and  from  Chicago  east  to 
the  Atlantic  seaboard.  This  shows  that  blend  prices  in  these  markets 
increased  less  rapidly  with  distance  from  Wisconsin  than  the  average 
of  58  markets  (figure  4) .  This  reflects  indirectly  the  effects  of  another 
major  production  area  in  the  northeast  and  the  tendency  of  market- 
wide  pools  to  attract  supplies  of  milk.  This  line  served  as  a  useful 
reference  for  comparison  of  blend  prices  in  other  markets  east  of 
Chicago. 

The  blend  price  structure  specified  by  the  Boston  Federal  order  rises 
from  the  heavy  producing  area  in  northern  New  England  to  a  level  at 
Boston  nearly  as  high  as  that  of  the  secondary  markets  in  southern 
New  England.  Blend  prices  in  the  Boston  market  were  related  to 
the  blend  price  structure  of  the  other  major  marketwide  pools  east 
of  Chicago  in  that  blend  prices  for  Boston  and  New  York  were  ap- 
proximately equal  in  the  area  north  of  New  York  City  and  northwest 
of  Boston  where  the  Boston  and  New  York  markets  compete  for 
supplies. 


July  1953  -  June  1954 
$  PER  CWT.  ABOVE  CHICAGO  PRICES 


2 
1 


O   5  major  markets 

-     •    Other  markets 
east  of  Chicago 


FROM  CHICAGO 


Detroit     5*7  \'\  •*2 


400      200 

Ml.  NORTHWEST 


"^Prices  at  pool  plants  supp 
magor  markets 
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200      400      600      800 

MILES  EAST 
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*  UHIFORU  PRICES  PAID  PRODUCERS  BY  HANDLERS  ONDER  FEDERAL  OR  STATE  REGULATION 
OR  BY  LEADING  COOPERATIVES  FOR  3.5  PERCENT  UILK. 

I.  SOUTH  BEND,  IND.  2.  FT.  WAYNE,  IND.    3.  LIMA,  OHIO   4.  TOLEDO,  OHIO    5.  DAYTON,  OHIO   6.  EVANSVILLE,  IND.    7.  CINCINNATI,  OHIO 
&  COLUMBUS,  OHIO   9,oAKRON,  OHIO    10.    CANTON,  OHIO    11.  STARK  COUNTY,  OHIO    12.  HUNTINGTON,  W.  VA.    13.  PITTSBURGH,  PA. 
14.  BALTU/ORE,  MD.    15.  WASHINGTON,  D.  C.    16.  PHILADELPHIA,  PA.    17.  RICHMOND,  VA.    18.  SPRINGFIELD,  MASS.    19.  HARTFORD,  CONN. 
20.  WORCESTER,  MASS.    21.  LOWELL,  MASS.    22.  PROVIDENCE,  R.I.    23.  BOSTON.  MASS.    24.  FALL  RIVER,  MASS. 


U.  S.  DEPARTMENT  OF  AGRICULTURE 


NEG.   1658-55(5)      AGRICULTURAL  MARKETING  SERVICE 


Figure  5 


Blend  prices  f .  o.  b.  plants  in  the  marketing  area  for  other  markets 
situated  between  Wisconsin  and  the  North  Atlantic  seacoast  are  com- 
pared in  figure  6  with  the  line  of  relationship  derived  from  the  blend 
price  structure  in  five  major  Federal  order  markets  and  with  the  line  of 
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average  relationship  derived  from  the  analysis  of  the  relationship 
among  blend  prices  in  58  markets. 

Relationships  between  blend  prices  are  too  complicated  to  ex- 
plain fully  by  a  limited  analysis.  However,  the  analysis  made  of 
the  blend  price  structure  was  adequate  to  achieve  the  principal  objec- 
tives desired  for  this  study.  First,  the  markets  which  appeared  to 
have  relatively  high  blend  prices  were  identified  so  that  a  study  could 
be  made  of  economic  and  sanitary  regulations  in  effect.  Second,  the 
levels  of  blend  prices  prevailing  represent  the  average  prices  received 
by  producers  supplying  fluid  markets.  They  indicate  prices  at  which 
producers  in  the  various  markets  are  actually  supplying  present  quan- 
tities of  milk  for  fluid  consumption.  These  data  were  utilized  in 
analyzing  the  probable  supply  effects  which  would  occur  if  the  regu- 
lations were  modified. 


In  28  Markets  South,  Southeaif,  and  Wesf  of  Wisconsin 


BLEND  PRICES  FOR  MILKf  RELATED  TO  DISTANCE 
FROM  WISCONSIN? JULY  1953-JUNE  1954 
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Figure  6 

PRICE    AND    QUANTITY    CHANGES    UNDER   MODIFIED 

REGULATIONS 

EFFECTS  IN  14  CITIES 

Estimates  of  the  probable  economic  effects  of  modifying  economic 
and  sanitary  regulations  so  as  to  minimize  restrictions  on  the  move- 
ment and  merchandising  of  milk  were  first  made  for  14  cities.*^  The 
procedure  used  in  arriving  at  these  estimates  was  as  follows : 

On  the  basis  of  results  of  the  analysis  of  dealers'  buying  prices  14 

'"  Buffalo,  N.  Y.,  Rochester,  N.  Y.,  Baltimore,  Md.,  Washington,  D.  C,  Richmond, 
Va.,  Roanoke,  Va.,  Savannah,  Ga,  Jacksonville,  Fla.,  Atlanta,  Ga,  Birmingham, 
Ala.,  Duluth,  Minn.,  Sioux  City,  Iowa,  Denver,  Colo.,  and  Pittsburgh  Pa. 
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of  the  largest  cities  among  those  in  which  dealers'  buying  prices  were 
highest  above  calculated  prices  were  selected  for  first  hand  study. 
Facts  learned  from  interviews  obtained  in  these  cities  plus  a  review 
of  other  sources  of  information  concerning  the  markets  were  used  as 
the  basis  for  estimating  the  change  in  prices  that  might  result  from 
relaxing  unduly  restrictive  regulations.  This  might  be  more  or  less 
than  the  amount  indicated  by  the  difference  between  actual  prices  and 
prices  calculated  on  the  basis  of  distance  from  Wisconsin.  The  factors 
considered  with  respect  to  each  market  were  degree  of  isolation  from 
other  markets,  marketing  services  included  in  the  price,  whether  the 
quoted  price  actually  covered  all  sales  in  the  market,*^  comparative 
strength  of  producers'  organizations,  aggressiveness  displayed  by 
existing  milk  dealers  in  the  market  and  the  capacity  of  potential  alter- 
native supply  areas.  These  factors  were  reviewed  by  a  group  of  dairy 
economists  including  the  persons  who  conducted  the  interviews  secured 
in  all  areas  of  the  country.  The  calculated  prices  were  modified  in 
some  cases  by  the  consensus  reached  through  this  procedure. 

The  weighted  average  ^^  of  the  differences  between  actual  dealers' 
buying  prices  and  calculated  prices  based  on  distance  from  Wisconsin 
for  these  14  markets  was  78  cents  per  hundred  pounds  of  3.5  percent 
milk. 

With  allowances  made  for  institutional  factors  in  the  markets  and 
marketing  services  included  in  the  quoted  prices  it  was  estimated  that 
with  modifications  of  existing  regulations,  economic  or  sanitary,  deal- 
ers' buying  prices  for  fluid  milk  would  decline  an  average  of  72  cents 
per  hundred  pounds  of  milk.  For  an  estimated  2.7  billion  pounds 
of  milk  this  is  a  total  reduction  of  over  $19  million  per  year.  This 
would  represent  an  average  savings  of  1.8  cents  per  quart  if  passed 
on  to  the  consumers  affected. 

EXTENSION   OF   THE   ANALYSIS  TO   UNITED   STATES 

In  the  next  step  of  the  analysis  a  list  was  made  of  other  cities  over 
25,000  population  in  which  the  price  appeared  to  be  affected  by  restric- 
tive regulations.  Data  from  published  sources,  the  personal  inter- 
views, the  price  analysis  and  the  survey  of  health  officers  were  used  to 
derive  this  list. 

In  the  light  of  the  information  thus  obtained  each  city  in  which 
dealers'  buying  prices  exceeded  calculated  prices  was  considered  with 
respect  to  the  factors  used  in  modifying  the  analysis  for  the  14  cities. 
Taking  one  State  at  a  time,  the  resulting  estimated  price  adjustments 


*^In  a  few  markets  with  base  rating  plans  all  milk  for  class  I  sales  is  not 
always  bought  at  the  base  price,  some  markets  permit  limited  use  of  nonfat  dry 
milk  solids  in  certain  fluid  milk  products,  and  some  markets  are  unsuccessful  in 
controlling  prices  of  out-of- State  milk. 

*^  Prices  were  weighted  by  estimated  consumption  of  fluid  milk  in  each  market. 
The  population  of  the  area  most  nearly  approximating  the  population  of  the 
market  for  1950  was  adjusted  by  applying  the  population  increases  experienced 
in  each  State  from  1950  to  1954.  The  adjusted  1954  population  figure  was  used 
in  conjunction  with  estimates  of  per  capita  consumption  (51)  to  arrive  at  a 
quantity  weight  for  each  market. 


102 


49 


which  might  be  expected  ^Yith  modification  of  restrictions  "^  Avere 
weighted  by  the  population  of  each  city  of  25,000  population  or  more 
in  the  State  to  arrive  at  estimated  State  average  price  changes.  The 
State  average  price  differences  were  weighted  by  quantities  obtained 
by  the  product  of  State  nonfarm  population  and  estimated  State  per 
capita  consumption  to  arrive  at  regional  and  national  estimates.  In 
States  in  which  prices  of  only  some  cities  were  affected  by  regulations 
the  populations  of  only  those  cities,  rather  than  total  nonfarm  popula- 
tion in  the  State,  were  used  to  arrive  at  quantities  of  milk  affected. 
A  summary  of  the  estimates  obtained  from  this  procedure  shows 
that  changes  in  economic  and  sanitary  regulations  restricting  the 
movement  of  milk  would  be  expected  to  result  in  a  reduction  in  dealers' 
buying  prices  of  48  cents  per  hundred  pounds  of  milk  in  the  markets 
affected  (table  ol).  The  estimated  quantity  of  milk  affected  by  reg- 
ulations restricting  movement,  11.8  billion  pounds  annually,  is  about 
one-fourth  of  the  estimated  46.7  billion  pounds  of  fluid  milk  consumed 
by  the  nonfarm  population  in  1954.  If  an  equivalent  change  (1  cent 
per  quart)  were  made  in  retail  prices,  these  modifications  would  result 
in  savings  to  consumers  in  the  affected  markets  of  about  $57  million 
annually. 


Table  31. — Effect  of  modification  of  economic  and  sanitary  regulations  restrict- 
ing movement  of  milk  for  fluid  nse  on  dealers^  'buying  prices  and  savings  to 
consumers  in  affected  markets,  short  riin'^ 


Area  2 

Consump- 
tion 3 

Quantity 
of  milk 
affected 

Reduction 
in  price  per 
hundred- 
weight 

Savings  to 
consumers  3 

East.  

Billion 

pounds 

17 

14 

8 

8 

Billion 

pounds 

6.1 

1.5 

3.4 

.8 

Dollars 

0.59 

.18 

.46 

.39 

Million 
dolhrs 
35.7 

Midwest  -                    .                    _.-           .-.- 

2.6 

South 

15.5 

Wests 

3.3 

Total 

47 

11.8 

.48 

57.2 

1  Short-run  assumptions:  (1)  No  supply  response;  (2)  marketing  margin  constant. 

2  See  appendix  C,  for  list  of  States  included  in  each  area. 

3  Approximate  consumption  estimated  by  calculating  the  proportion  of  total  nonfarm  consumption  for 
each  area  from  estimates  of  nonfarm  consumption  of  fluid  milk  and  cream  by  States  in  1944  (61)  and  apply- 
ing these  percentages  to  1954  total  nonfarm  consumption.  An  alternative  method  which  recognizes  differ- 
ences in  changes  in  nonfarm  population  by  weighting  estimated  per  capita  consumption  in  1944  by  esti- 
mated nonfarm  population  in  July  1,  1954,  and  adjusting  to  the  1954  level  of  consumption  yields  the  same 
results  when  rounded  to  billions  of  pounds. 

^  Computed  from  unrounded  numbers. 
5  Includes  Pacific,  Motmtain,  and  Plains. 

For  the  United  States  as  a  whole,  this  estimated  change  in  price 
expected  from  a  modification  of  the  regulations  would  average  about 
%  cent  per  quart  on  the  total  quantity  of  fluid  milk  consmned  by  the 
nonfarm  population. 


*^  It  was  considered  that  restrictions  would  be  modified  in  accordance  with  the 
assumptions  stated  previously. 
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Consumption  Effects 

On  the  basis  of  studies  of  the  relationship  between  changes  in  milk 
prices  and  associated  changes  in  milk  consumption  it  would  be  ex- 
pected that  milk  consumption  would  increase  by  a  smaller  percentage 
than  the  estimated  decrease  in  milk  prices  {10^  11^  15^  27^  37,  JjO,  53,  78) . 
The  decrease  in  milk  prices  which  might  be  expected  with  a  modifica- 
tion of  the  regulations  is  in  the  range  of  4  to  5  percent  at  retail.  It 
seems  reasonable  to  assume  that  these  changes  would  be  passed  on  to 
the  consumer  because  an  analysis  made  of  recent  changes  in  milk 
processing  and  distribution  costs  showed  that  while  they  increased 
in  1955  as  compared  with  the  previous  year  they  were  relatively  stable 
in  the  latter  part  of  the  year.  A  change  in  retail  prices  of  this  magni- 
tude would  be  expected  to  result  in  a  change  in  milk  sales  of  not  more 
than  about  2  percent  in  the  affected  markets.  This  would  indicate 
an  increase  in  fluid  milk  sales  of  about  240  million  pounds  annually. 
Taking  the  reduced  average  dealers'  buying  price  for  the  cities  in 
which  prices  would  decline  as  the  value  of  milk  for  fluid  use  and  the 
United  States  average  condensery  price  as  its  alternative  use  value, 
the  increase  in  sales  would  add  about  6  million  dollars  to  producers' 
incomes  as  a  part  offset  to  the  57  million  dollars  reduction  from  lower 
class  I  prices. 

This  estimate  of  effects  on  consumption  from  modifying  regulations 
makes  no  allowances  for  long  run  response  of  consumption  to  price, 
which  might  be  greater  than  in  the  short  run,  nor  does  it  include  any 
allowance  for  the  freer  use  of  merchandising  techniques. 

Supply  Effects 

If  modification  in  the  regulations  were  accompanied  by  the  changes 
in  dealers'  buying  prices  as  estimated  above,  changes  in  supply  would 
probably  be  negligible  at  first  because  of  the  time  necessary  for  pro- 
ducers to  make  adjustments  in  production.  Over  a  period  of  time 
there  would  probably  be  some  supply  effects  which  might  be  substantial 
in  certain  areas  but  would  likely  be  small  in  the  aggregate. 

Changes  in  producer  prices  per  hundred  pounds  of  milk  would  gen- 
erally be  less  than  changes  in  dealers'  buying  prices  because  of  the 
effect  of  blending  of  prices  for  class  I  utilization  with  prices  for  milk 
in  lower  class  utilization.  Thus  the  amount  of  change  reflected  in 
prices  to  producers  depends  in  part  on  the  present  proportion  of  class  I 
utilization  of  producer  milk.  In  markets  with  class  I  utilization 
nearly  equal  to  producer  receipts,  prices  to  producers  would  reflect 
nearly  all  of  the  change  in  dealers'  buying  price.  However,  in  most 
major  markets  class  I  utilization  on  a  year  round  basis  is  in  the  range 
of  60  to  70  percent  of  producer  receipts.  At  such  a  level  of  class  I 
utilization  the  decline  in  blend  prices  to  producers  associated  with  a 
decline  in  dealers'  buying  price  of  48  cents  per  hundred  pounds  would 
be  about  30  cents  per  hundred  pounds.  Most  of  the  markets  affected 
are  located  in  the  East  and  South.  The  proportion  of  class  I  utiliza- 
tion and  conditions  in  the  producing  areas  supplying  these  markets 
vary  considerably.  These  factors  make  it  difficult  to  predict  the 
amount  of  supply  response  which  might  occur  with  a  change  in  the 
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regulations.  According  to  estimates  based  on  analyses  of  price-quan- 
tity series  the  change  in  aggregate  supply  would  probably  not  exceed 
1  or  2  percent. 

There  is  some  indirect  evidence  at  hand  to  support  the  conclusion 
that  the  aggregate  supply  response  would  probably  be  small. 

(1)  Some  major  producing  areas  such  as  the  New  York  and  Boston 
201-210-mile  and  more  distant  zones  in  the  East  are  presently  supply- 
ing milk  for  fluid  use  at  less  than  some  areas  in  the  Midwest. 

(2)  Marketings  of  milk  and  cream  by  farmers  have  been  increasing 
more  rapidly  in  recent  years  in  the  East  and  South  than  in  other 
regions  of  the  country.^° 

(3)  In  the  East  which  normally  produces  little  manufactured  dairy 
products  except  from  "surplus"  fluid  milk,  the  proportion  of  the  milk 
equivalent  of  milk  and  cream  used  in  manufactured  dairy  products 
other  than  ice  cream  has  increased  slightly  in  the  last  few  years 
(Appendix  table  40).  From  1935  to  1939  this  percentage  ranged 
from  10.3  to  10.6  percent.  It  increased  during  World  War  II  to  a 
maximum  of  13.6  percent  in  1943  and  dropped  to  a  low  of  7.6  in  1946. 
In  1953  the  figure  was  11.6  percent.  It  appears  from  this  that  the 
East  could  absorb  perhaps  a  II/2  percent  change  in  fluid  milk  utiliza- 
tion without  changing  the  proportion  that  manufactured  dairy  prod- 
ucts exclusive  of  ice  cream  are  of  milk  and  cream  marketings  from  the 
level  of  the  thirties. 

There  has  been  a  rising  trend  in  manufactured  dairy  products 
including  ice  cream  as  a  proportion  of  milk  and  cream  marketings  in 
the  East  (Appendix  table  41).  These  figures  reflect  the  growth  in 
ice  cream  production  in  recent  years.  This  trend  is  in  contrast  to  that 
in  the  other  regions  of  the  country  where  the  proportion  of  milk 
manufactured  has  tended  to  decline  during  the  past  20  years. 

However,  the  milk  equivalent  of  milk  and  cream  manufactured  as 
a  percentage  of  milk  and  cream  marketings  turned  slightly  upward  in 
the  last  2  or  3  years  except  in  the  Midwest  where  it  was  steady.  The 
reciprocal  of  these  percentages  is  an  approximate  measure  of  fluid 
milk  utilization  in  the  various  regions. °^  Therefore,  it  seems  reason- 
able to  conclude  that  a  small  increase  in  fluid  milk  utilization  which 
might  be  brought  about  by  a  change  in  the  regulations  could  occur 
without  increasing  the  proportion  of  milk  used  as  fluid  milk  within  the 
regions  above  that  prevailing  in  the  first  part  of  this  decade.  Further- 
more, if  there  is  any  trend  in  the  proportion  of  milk  suitable  for 
consumption  as  fluid  milk,  it  is  in  the  direction  of  larger  proportion 
than  in  former  years. 

Milk  Movements 

It  is  concluded  from  these  analyses  that  a  modification  of  economic 
and  sanitary  regulations  to  allow  more  freedom  for  milk  to  move 
among  markets  would  probably  not  result  in  any  large  scale  inter- 
regional movements. 


"  See  table  39  appendix  C  for  the  data  supporting  this  statement. 

"  These  data  neglect  inter-regional  movements  of  milk  and  cream.  However, 
the  area  boundaries  were  drawn  so  as  to  minimize  their  effect  and  the  distortion 
is  believed  to  be  unimportant  for  evaluation  of  trends. 
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Instead  the  main  effects  would  probably  be  adjustments  in  price 
levels  in  markets  supplying  about  one- fourth  of  the  milk  for  fluid  con- 
sumption by  the  nonfarm  population  and  a  relatively  small  increase 
in  fluid  milk  consumption. 

Though  the  aggregate  movement  might  not  change  much  there 
would  be  some  markets  which  would  attract  inshipments  particularly 
in  the  deficit  season.  In  considering  where  such  shipments  might 
originate  it  should  be  recalled  that  the  regression  analysis  of  dealers' 
buying  prices  indicated  several  areas  with  dealers'  buying  prices  lower 
than  the  calculated  prices.  These  areas  are  potential  sources  of  sup- 
ply, and  modification  in  the  regulations  might  raise  prices  in  these 
areas  if  outward  movements  develop. 

Income  Effects 

Modification  of  economic  and  sanitary  regulations  to  permit  freer 
movement  of  milk  among  markets  would  be  expected  to  reduce  the 
incomes  of  producers  supplying  sheltered  markets  and  raise  the  in- 
comes of  other  producers  in  alternate  supply  areas.  Whether  the 
decline  in  income  experienced  by  producers  supplying  markets  in 
which  dealers'  buying  prices  would  decline  would  be  fully  offset  by 
increases  in  income  by  other  producers  depends  on  the  willingness 
of  producers  now  supplying  protected  markets  to  produce  milk  at 
lower  prices  and  on  the  amount  of  increase  in  class  I  utilization  (con- 
sumption of  fluid  milk)  which  would  occur  in  those  markets.  The 
combined  effect  of  decreases  in  supply  and  increases  in  consumption 
would  raise  the  percentages  of  class  I  utilization.  This  in  turn  would 
raise  the  blend  price  and  partially  offset  the  effect  of  the  decline  in 
dealers'  buying  prices  (class  I)  on  blend  prices. 

The  incomes  of  producers  in  alternative  supply  areas  would  increase 
if  their  milk  were  used  to  replace  or  supplement  "locally"  produced 
milk.  Whether  the  small  increase  in  milk  movements  which  seem 
likely  to  develop  if  regulations  were  modified  would  be  large  enough 
to  force  adjustments  in  class  prices  in  these  areas  depends  on  the 
supply  situation.  Movements  would  be  most  likely  to  occur  during 
the  season  of  lowest  production  when  class  I  utilization  is  relatively 
high.  Then  a  relatively  small  movement  or  even  the  possibility  of 
such  movement  might  affect  class  prices  quickly.  On  the  other  hand, 
when  supplies  are  plentiful  a  small  movement  could  take  place  with- 
out raising  class  prices.  In  either  case  to  the  extent  movements  in- 
crease, class  I  utilization  and  blend  prices  would  be  higher.  This 
shift  in  income  would  probably  not  be  large  in  view  of  the  conclusion 
that  increases  in  interregional  movement  would  not  be  substantial. 

ELIMINATION  OF  MILK  PRICE  CONTROL  IN  OREGON 

An  opportunity  to  compare  the  estimates  of  the  effects  of  regula- 
tions on  milk  prices  with  actual  experience  occurred  when  Oregon 
voted  to  eliminate  State  milk  controls  on  dealers'  buying  and  resale 
prices  in  November  1954.  The  changes'  in  milk  prices  in  Portland, 
Oreg.,  which  took  place  after  this  decision  confirm  the  estimates  made 
by  analysis  of  prices  while  milk  control  was  in  effect. 

There  are  several  low-priced  surplus  areas  in  the  region  west  of  the 
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Rocky  ^lountains,  from  which  an  ahernative  price  for  Portland  could 
be  built  up.  Portland  itself  is  relatively  near  a  milk  producing  area 
on  the  Pacific  coast  so  that  it  is'  possible  that  the  local  supply-demand 
balance  would  be  the  governing  factor. 

In  the  analysis,  alternate  basing  points  were  selected  at  Sacramento, 
Calif.,  Seattle,  Wash.,  and  Boise,  Idaho.  Calculated  prices  for  Port- 
land were  derived  by  adding  estimated  transfer  costs  to  the  observed 
prices  at  the  basing  points  (table  32) .  The  results'  show  that  the  pre- 
vailing prices  in  Portland  for  the  year  ending  June  1954  exceeded 
calculated  prices  based  on  Seattle  and  Boise  by  55  and  79  cents  per 
hundred  pounds,  respectively.  Actual  Portland  prices  were  20  cents 
per  hundred  pounds  below  the  calculated  price  based  on  Sacramento. 
Therefore,  it  appeared  that  in  the  absence  of  controls  Portland  prices 
would  decline  by  at  least  55  cents  per  hundred  pounds  and  possibly 
more.  The  effect  of  the  price  level  in  Seattle  seemed  more  relevant 
than  that  of  Boise  because  supply-demand  conditions  in  Seattle  may 
be  more  nearly  like  those  in  the  vicinity  of  Portland.  Thus,  the  Port- 
land prices  might  decline  as  much  as  91  cents  to  the  same  level  as 
Seattle. 


Table  32. — Calculated  dealers^  l)uying  price  at  Portland,  Oreg.,  with  alloivance 
for  transfer  costs  from  selected  Msing  points,  July  1953-June  1954 

[Per  hundredweight] 


Basing  point 


Price  at 
basing  point 


Calculated 
transfer  costs 


Calculated 
price  at 
Portland 


Price  at 
Portland 


Difference- 
actual  and 
calculated 
prices  at 
Portland 


Seattle,  Wash 

Sacramento,  Calif 
Boise,  Idaho 


$4.87 
4.80 
4.07 


$0.36 

1.18 

.92 


$5.23 
5.98 
4.99 


$5.75 
5.7J 
5.7J 


$+0.  55 
-.20 
+.79 


During  the  5  months  following  abolition  of  milk  ^Drice  controls 
(November  1954-March  1955),  dealers'  buying  prices  in  Portland 
were  only  5  cents  per  hundred  pounds  above  Seattle,  compared  with 
87  cents  per  hundred  pounds  above  in  the  same  period  a  year  earlier, 
and  55  cents  per  hundred  pounds  above  the  prices  in  effect  just  before 
decontrol. 

Dealers'  buying  prices  in  Portland  also  declined  relative  to  San 
Francisco.  From  November  1954  to  March  1955,  they  were  20  cents 
per  hundred  pounds  above  San  Francisco  compared  with  64  cents 
above  during  the  4  months  preceding  decontrol. 

The  price  decline  from  the  1953-54  level  actually  experienced  in 
Portland  when  milk  control  was  dropped  exceeded  the  minimum 
amount  predicted  b}^  the  price  analysis  by  about  40  cents  per  hundred- 
weight. Some  of  this  adjustment  was  made  while  the  milk  control 
law  was  still  in  effect  (table  33).  The  drop  approximated  the  maxi- 
mum amount  predicted  because  the  forces  which  brought  about  this 
price  change  were  probably  mostly  local  in  character.  The  net  result 
was  an  adjustment  of  the  Portland  prices  to  the  same  level  as  Seattle. 
Though  the  changes  in  milk  prices  associated  with  the  elimination 
of  milk  control  in  Oregon  and  the  system  of  restricted  bases  resulted 
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from  freer  movement  within  the  State  rather  than  importation  of 
milk  from  alternative  supply  areas,  the  results  demonstrate  the  ability 
of  the  price  analysis  to  identify  markets  with  dealers'  buying  prices 
above  a  reasonable  relationship  with  other  markets  and  to  predict  the 
amount  of  change  expected  from  the  modifying  regulations.  These 
results  give  support  to  the  relevance  of  the  estimates  of  price  changes 
expected  if  the  regulations  were  modified  in  other  markets. 

Table  33. — Relationship  of  dealers'  'buying  prices  for  fluid  milk  in  Portland, 
Oreff.,  to  prices  in  Seattle,  Wash.,  and  San  Francisco,  Calif.,  selected  periods 
before  and  after  elimination  of  State  milk  control  of  prices 

[Per  hundredweight] 


Period 


Under  milk  control: 

July  1953-June  1954 

July-October  1953 

July-October  1954 

No  vera -Iter  1953-March  1954 

No  milk  control: 

November  1954-March  1955 


Portland 

exceeds  San 

Francisco 


$+0. 81 
+.66 
+.64 
+.84 

+.20 


The  Oregon  price-control  law  also  provided  for  establishment  of 
resale  prices.  A  comparison  of  differences  in  retail  prices  between 
Portland  and  Seattle  and  San  Francisco  shows  that  the  spread  in 
retail  prices  between  Portland  and  the  other  cities  began  to  narrow 
before  milk  control  expired,  but  that  it  declined  further  afterwards 
(table  34). 

Dealers'  buying  prices  relative  to  Seattle  were  86  cents  per  hundred 
pounds  less  than  in  1953-54  and  relative  to  San  Francisco  were  61 
cents  per  hundred  pounds  less.  From  July-October  1954  to  November 
1954-March  1955  the  difference  relative  to  Seattle  declined  50  cents 
and  relative  to  San  Francisco  dropped  44  cents.^^ 

The  average  retail  price  of  milk  in  Portland  in  March  1955  was 
2  cents  per  quart  less  relative  to  Seattle  and  0.6  cent  per  quart  less 
relative  to  San  Francisco  than  in  July  1953-June  1954. 

This  analysis  indicates  that  the  decline  in  dealers'  buying  prices 
associated  with  elimination  of  State  milk  control  in  Portland,  Oreg., 
was  reflected  in  a  corresponding  decline  in  retail  prices  in  Portland. 
The  change  in  retail  prices  in  Portland  is  understated  slightly  due  to 
the  increase  in  the  discount  allowance  for  volume  purchases  on  home 
delivery  routes.  This  occurred  through  the  introduction  of  wider 
store  differentials  in  Portland.  Average  retail  prices  in  Portland, 
Seattle,  and  San  Francisco  were  about  the  same  in  March  1955. 
Dealers'  buying  prices  in  San  Francisco  were  slightly  higher  than  in 
Portland  and  Seattle. 


46  cents  per  hundred  pounds  is  equivalent  to  1  cent  per  quart. 
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Table  34. — Differences  between  retail  prices  in  Portland,  Oreg.,  and  in  Seattle 
and  San  Francisco,  selected  periods  before  and  after  elimination  of  State 
milk  control 

[Cents  per  quart] 


Portland  exceeds  Seattle 

Portland'exceeds  San  Francisco 

Period 

Home 
delivery 

Quarts  in 
stores 

]^  gallon 
in  stores 

Home 
delivery 

Quarts  in 
stores 

}i  gallon 
in  stores 

Under  milk  control: 

Average — June  1953- July  1954 

0.5 
0 

0 
0 

1.5 
1.5 

-.5 
-.7 

3.0 
1.3 

-1.0 
-.5 

-.1 
0 

0 
0 

0.9 

1.5 

-.5 

-.7 

0.9 

October  1954 

1.3 

No  milk  control: 

November  1954 

-1.0 

March  1955 

-.5 

AVERAGES  » 

Under  milk  control: 

Average — June  1953-July  1954     . 

2.0 
.5 

.1 

0 

0.6 
.5 

.1 

0 

October  1954 

No  milk  control: 

November  1954 . .        .  ,  . 

March  1955 

1  The  survey  of  milk  sales  in  1948,  conducted  by  the  Bureau  of  Labor  Statistics,  shows  that  substantially 
more  milk  was  then  sold  through  stores  in  Seattle  and  San  Francisco  than  in  Portland.  (62)  Retail  prices 
prevailing  in  the  three  cities  were  weighted  by  the  percentages  of  store  and  home  delivery  sales  revealed  by 
the  1948  survey,  to  estimate  the  average  change  in  retail  prices  in  Portland,  Seattle,  and  San  Francisco. 
This  comparison  minimizes  the  differences  between  Portland  and  the  other  cities  because  the  trend  since 
1948  has  generally  been  toward  more  sales  through  stores.  Furthermore,  the  introduction  of  a  wider  store 
diflerential  in  Portland  would  be  expected  to  increase  the  proportion  of  store  sales. 

DIFFICULTIES  IN  THE  WAY  OF  REMOVING 

RESTRICTIONS 

The  preceding  pages  have  dealt  primarily  with  the  restrictive  as- 
pects of  the  various  regulations.  Possibly  the  emphasis  has  left  an 
exaggerated  impression  of  the  importance  of  the  restrictive  aspects 
of  the  regulations  as  compared  with  their  admitted  worthy  objectives. 
The  chief  problem  which  authorities  have  in  devising  regulations  is  to 
accomplish  their  worthy  objectives  with  a  minimum  burden  on  trade. 
A  number  of  conditions  make  this  difficult.  The  large  number  of 
separate  jurisdictions,  and  the  difficulty  and  complexity  of  the  eco- 
nomic problems  are  particularly  important.  Some  initiative  toward 
reducing  undue  burdens  may  be  taken  by  farmers,  milk  dealers  and 
others  affected  by  the  regulations.  They  may  appear  at  hearings  on 
proposals  for  enacting,  issuing,  or  amending  laws  or  regulations  and 
they  may  take  legal  action  to  contest  questionable  requirements. 

LACK  OF  UNIFORMITY 

Reference  has  been  made  to  the  lack  of  objective  criteria  for  the 
precise  value  of  many  sanitary  standards.  Similar  observations 
could  be  made  concerning  truck  regulations,  etc.  Intensive  re- 
search may  be  a  means  of  developing  criteria  in  some  such  instances, 
although  the  necessary  work  may  be  difficult  and  costly.  Examples 
of  such  work  are  the  studies  of  the  National  Research  Council  (25), 
and  the  Doane  Agricultural  Service  (30)  carried  out  under  con- 
tract with  the  United  States  Department  of  Agriculture.  In  other 
cases,  the  solutions  may  lie  in  greater  efforts  at  voluntary  consultation 
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and  collaboration  among  the  separate  agencies.  The  National  Con- 
ference on  Interstate  Milk  Shipments  is  an  example  of  a  voluntary 
eifort  to  reach  agreement  on  sanitary  standards. 

Divergent  views  as  to  what  standards  are  most  appropriate  may 
also  spring  from  divergent  technical  backgrounds  of  responsible  offi- 
cials. Presumably,  a  group  of  sanitary  officials  with  uniform  and 
thorough  training  in  the  technology  and  economics  of  the  dairy  indus- 
try might  reach  a  common  understanding  more  easily  than  a  diverse 
group  whose  ideas  reflect  varied  backgrounds  of  training  in  medicine, 
veterinary  science,  and  public  health. 

Public  officials  may  support  restrictive  regulations  because  they  are 
particularly  aware  of  and  responsive  to  the  immediate  economic  ad- 
vantage of  trade  groups  within  their  jurisdictions.  They  may  at  the 
same  time  be  less  aware  of,  or  concerned  with,  the  economic  burdens 
which  their  regulations  indirectly  place  on  consumers  within  their 
jurisdictions.  When  a  health  officer  insists  on  differentiating  his' 
regulations  significantly  from  those  of  adjoining  or  distant  jurisdic- 
tions the  effect  is  to  retard  the  shifting  of  producers  among  markets 
in  response  to  differences  in  price,  and  to  deprive  the  consumers'  in  his 
jurisdiction  of  the  price  advantages  of  free  movement. 

Another  cause  of  differences  among  the  sanitary  regulations  of 
different  jurisdictions  is  the  uneven  rate  of  progress  toward  their 
goals.  Several  cities  and  States  visited  in  connection  with  this'  report 
were  either  about  to  revise  or  had  only  recently  revised  their  sanitary 
regulations.  Time  is  usually  required  for  dairy  farms  and  plants 
to  be  brought  into  compliance,  especially  where  there  is  a  material 
change  in  standards  for  buildings,  equipment  or  herd  health.  For 
example,  in  relatively  few  cities  are  all  dairy  herds  on  approved  farms 
participating  in  a  recognized  Brucellosis  control  program.  Cities 
whose  regular  milk  supplies  comply  with  such  a  requirement  are 
justified  in  discriminating  against  sources  which  have  not  placed 
their  herds  under  control  for  this  disease. 


PRICE  INSTABILITY 

Restrictive  sanitary  regulations  are  to  be  deplored  where  they  tend 
to  protect  prices  at  excessive  levels.  But  it  should  be  recognized  that 
prices  paid  to  producers  for  milk  for  fluid  use  appear  to  be  inherently 
unstable.  If  restrictions  served  merely  to  snub  unstabilizing  trans- 
actions, it  would  be  difficult  to  prove  that  the  restrictions  were 
undesirable. 

Incentives  to  engage  in  such  transactions  (for  example,  to  "buy  at 
the  blend  and  sell  at  class  I")  are  almost  always  present.  To  producers 
in  an  area  protected  by  a  restrictive  regulation  there  may  be  little 
apparent  difference  between  the  usual  pressure  to  circumvent  classi- 
fied pricing  and  the  pressure  to  take  advantage  of  a  class  price  that 
is  far  above  the  "import  joint."  During  some  interviews  for  this 
study,  representatives  of  producer  groups  conceded  that  there  were 
limits  to  the  prices  that  could  be  maintained  with  existing  regula- 
tions— that  "too  high"  a  price  would  lead  to  a  breakdown  of  the 
regulation. 
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Price  instability,  thus,  impelled  producers  to  supplement  their 
bargaining  efforts  with  whatever  other  means  may  have  been  avail- 
able. Those  that  came  first  to  hand  were  municipal  powers,  chiefly  the 
health  regulations.  If  these  turned  out  to  be  restrictive  solely  as  a 
result  of  the  public  health  ideas  of  the  local  health  officer,  producers 
and  distributors  were  grateful.  If  the  health  officer  appeared  to  be 
unduly  lenient  to  out-of-town  supplies,  he  would  be  reminded  of  the 
desirability  of  keeping  as  much  trade  as  possible  in  the  community. 

At  one  time — it  was  particularly  evident  in  I^ew  England  in  the 
1920's — municipal  sanitary  restrictions  were  an  important  weapon 
against  exploitative  milk  marketing.  But  when  more  direct  means 
of  dealing  with  pricing  problems  were  needed,  State  action  began 
to  supersede  municipal  action.  Several  things  then  happened.  State 
price  regulation  had  an  Achilles  heel  in  the  commerce  clause  of  the 
Federal  Constitution,  for  price  regulations  could  not  be  enforced 
against  out-of-State  purchases.  State  health  regulations  and  other 
devices  were  utilized  to  minimize  the  inflow  of  unpriced,  out-of-State 
milk.  Eventuallj^,  pressure  developed  for  the  freest  possible  flow 
of  milk  within  the  State  in  order  to  keep  the  need  for  out-of-State 
milk  to  a  minimum. 

Price  instability,  then,  has  been  a  factor  in  the  development  of 
restrictive  regulations.  But  because  of  price  instability  it  is  unac- 
ceptable simply  to  abolish  restrictions  without  making  available  ade- 
quate measures  for  needed  price  regulation — either  Federal  orders  or 
properly  coordinated  State  controls. 

INDUSTRY  INITIATIVE 

The  intermarket  movement  of  milk  in  bulk  demonstrates  only 
partly  a  degree  of  freedom  from  regulatory  restrictions.  Some 
of  this  movement  occurs  when  there  are  shortages  of  milk  from  local 
sources,  and  local  regulations  are  waived  temporarily.  For  the  same 
reason,  removing  restrictive  regulations  might  add  very  little  to  the 
total  volume  of  intermarket  movement,  since  there  is  no  reason  to 
suppose  that  this  would  materially  increase  the  frequency  or  duration 
of  local  shortages. 

It  appears  that  restrictive  regulations  have  deprived  no  one  of  milk 
that  they  were  able  and  willing  to  pay  for.  On  the  other  hand,  the 
price  in  some  markets  appears  to  have  been  higher  than  needed  to 
obtain  pure  and  wholesome  milk  from  other  than  local  sources.  Had 
milk  been  free  to  move,  prices  would  have  tended  to  become  adjusted 
to  levels  which  would  offer  no  incentive  for  milk  to  move. 

One  observer  has  commented  that,  "there  are  no  undue  restrictions 
which  would  stand  if  leaned  against.*'  One  question  to  be  answered 
is,  if  prices  behind  restrictions  in  any  market  have  been  so  high  as  to 
make  inshipments  attractive,  why  have  the  restrictions  not  been  chal- 
lenged, or  "leaned  against.*' 

To  induce  anyone  to  challenge  a  restrictive  regulation  there  must 
be  a  prospective  gain  to  offset  the  cost  of  the  challenge.  The  incentive 
which  sometimes  exists  because  of  a  restriction  would  disappear  if  the 
restriction  were  removed,  therefore  no  one  challenges  it.  Again,  the 
prices  fixed  by  State  milk  control  agencies  often  are  acquiesced  in  by 
milk  dealers  who  would  lose  the  protection  of  retail  price  fixing  if 
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tliey  used  unregulated  sources  so  extensively  as  to  discredit  the  whole 
law.  Some  firms  reported  that  the  cost  of  legal  services  in  defeating 
a  restrictive  licensing  policy  of  a  single  town  far  exceeded  the  possible 
gross  income  from  sales  in  that  town  for  many  years  to  come — the 
action  would  be  worth  the  expense  only  if  other  towns,  by  the  example, 
were  persuaded  to  forego  their  restrictions. 

Legal  action  by  industry  as  a  solution  of  some  restrictive  regulations 
may  be  ineffectual  if  the  regulation  lies  within  what  the  courts  would 
consider  a  reasonable  exercise  of  administrative  judgment.  This  is 
particularly  true  where  the  objective  criteria  for  a  standard  are  in- 
definite and  experts  may  disagree  widely.  The  whole  category  of 
regulations  which  burden  or  restrict  because  they  are  different  and 
thus  bar  reciprocity  appears  to  have  resisted  legal  attack  for  this 
reason. 

Within  the  range  of  discretion  that  is  left  for  administrative  judg- 
ment, industry  can  contribute  to  improved  regulation  by  furnishing 
adequate  evidence.  Most  legislative  and  administrative  procedures 
provide  some  opportunities  for  appearing  at  hearings  held  prelimi- 
nary to  enacting,  issuing  or  amending  laws  or  regulations.  A  con- 
siderable responsibility  rests  on  industry  to  make  the  most  of  these 
opportunities. 
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APPENDIX  A.  SOURCES  OF  PRIMARY  DATA 

PERSONAL  INTERVIEWS 

Three  separate  questionnaires  were  prepared  for  use  in  personal 
interviews.  One  set  of  interviews  was  held  with  milk  dealers  in 
markets  where  price  relationships  indicated  an  incentive  for  making 
inshipments  of  milk.  Another  set  was  with  operators  of  milk  plants 
which  had  been  active  in  supplying  some  of  the  long-distance  ship- 
ments of  bulk  milk.  A  third  set  was  with  milk  distributors  who  were 
known  to  have  been  notably  successful  in  the  use  of  some  merchandis- 
ing innovation,  or  who  were  operating  in  markets  where  merchandis- 
ing methods  were  strongly  influenced  by  regulations. 

Thirty-nine  milk  dealers  in  14  markets  were  interviewed  to  learn 
their  experience  with  inshipments  of  milk  in  the  past,  their  attitude 
toward  possible  lower-priced  sources,  influence  of  sanitary  regulations 
on  the  availability  of  supplies,  influence  of  transportation  factors,  and 
the  price  and  consumption  changes  that  might  be  expected  if  local  laws 
and  regulations  were  changed  to  permit  milk  to  move  more  freely. 

In  these  14  markets,  25  other  persons  were  interviewed  to  supplement 
the  information  obtained  from  milk  dealers. 

Visits  were  made  to  8  firms  which  were  sources  for  large  quantities 
of  milk  shipped  interregionally.  The  purpose  of  these  visits  was  to 
learn  their  experiences  with  sanitary  regulations  of  the  cities  to  which 
they  shipped,  transportation  methods  used,  selling  arrangements  used, 
and  experiences  with  State  and  Federal  milk  price  controls. 

To  cover  problems  in  merchandising  milk,  18  milk  dealers  were 
interviewed  in  9  cities.  The  purpose  was  to  obtain  information  as  to 
the  effect  of  regulations  on  methods  of  marketing  or  distributing 
bottled  or  packaged  milk. 

In  addition  to  the  foregoing,  there  were  a  number  of  interviews  made 
to  obtain  a  description  of  situations  for  which  only  parts  of  the  ques- 
tionnaires were  relevant.  Many  of  the  interviews  in  the  Northeast 
were  in  this  category. 

A  total  of  138  people  was  interviewed  in  connection  with  the  study. 
Most  of  the  visits  were  made  between  December  15, 1954,  and  January 
31, 1955.  The  visits  were  widely  distributed  over  the  United  States, 
and  covered  persons  in  a  wide  range  of  capacities  with  respect  to  the 
dairy  industry  (table  35). 


Table  35. — Personal  interviews:  Number  and 

capacity 

of  person  interviewed 

Capacity  of  interviewee 

North- 
east 

North 
Central 

South 

West 

Total 

MUk  plant  operator 

24 
9 
6 
4 
0 
2 

19 
4 
2 
1 
3 
0 

15 
1 
5 
2 
3 
5 

20 
2 
3 
0 
2 
6 

78 

Bargaining  cooperative  oflBicial    

16 

Price  control  official 

16 

Health  officer   

7 

Experiment  station  specialist  . - 

8 

other 

13 

Total 

45 

29 

31 

33 

138 

(117) 
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SURVEY  OF  HEALTH  OFFICERS 

The  survey  of  health  officers  was  designed  to  yield  information  re- 
garding the  requirements  of  local  ordinances  and  regulations  and 
the  policies  of  local  health  departments  relating  to  inspection  and 
approval  of  milk  for  city  consumption.  To  obtain  this  informatitai 
mail  questionnaires  were  set  to  health  officers  in  charge  of  full-time 
local  health  units  with  jurisdiction  over  urban  places  of  25,000  popu- 
lation or  more. 

Full-time  local  health  units  are  responsible  for  milk  inspection  in 
355  of  the  48i  urban  places  with  more  than  25,000  population  in  the 
United  States  (table  36) .  In  the  remainder  of  the  urban  places,  milk 
insj)ection  is  the  responsibility  of  either  State  health  districts  or  local 
health  districts.  Only  full-time  health  units  were  included  in  tne 
survey  because  they  were  responsible  for  milk  inspection  in  cities 
with  local  laws,  regulations,  or  policies  aifecting  the  movement  and 
merchandising  of  milk. 

Milk  inspection  in  all  cities  over  250,000  population  and  in  all  but 
6  cities  over  100,000  population  is  under  the  control  of  full-time  local 
health  units.  A  substantial  proportion  of  all  urban  places  over  25,000 
is  under  the  jurisdiction  of  full-time  local  health  units  in  the  North- 
east, South,  and  West.  State  and  local  health  districts  are  more  com- 
mon in  the  North  Central  region  than  in  the  rest  of  the  country. 

Since  milk  inspection  in  21  urban  places  with  population  over  25,000 
was  combined  with  one  or  more  other  urban  places  under  a  single  local 
jurisdiction,  questiomiaires  were  sent  to  334  health  officers.  Eeplies 
were  received  from  318  health  officers  and  only  16  failed  to  respond. 
Since  the  questionnaire  was  not  applicable  in  6  jurisdictions,  312  ques- 
tionnaires were  available  for  tabulation. 

Three  mailings  of  the  questiomiaire  were  sent:  the  first  during  the 
week  of  December  14-20 ;  the  second  on  January  12 ;  and  the  third  on 
February  3  (table  37). 

Response  to  this  survey  was  unusually  good  for  a  mail  question- 
naire. In  all,  95  percent  of  the  questionnaires  sent  to  health  officers  in 
charge  of  independent  health  units  with  responsibility  for  milk  inspec- 
tion in  urban  places  of  25,000  population  or  more  were  returned  com- 
pleted. The  high  rate  of  return  maj^  possibly  be  attributed  to  the 
professional  training  of  the  respondents  and  the  public  service  nature 
of  the  positions  which  they  hold.  But,  in  addition  to  this,  milk  sani- 
tarians have  in  the  past  demonstrated  their  keen  interest  in  the  subject 
matter  of  the  survey  as  evidenced  by  their  research  activities,  and  the 
content  of  professional  writings  published  by  many  in  this  field.  On 
the  whole,  the  six-page  questionnaires  were  adequately  filled  out  and 
numerous  pertinent  comments  were  added  by  many  respondents. 
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Table  36. — Extent  of  coverage  of  full-time  local  health  units. 

population  over  25,000 


Url)an  places  with 


Region  and  population  class 


Northeast: 

Over  1,000,000 

500,000  to  1,000,000. 
250,000  to  500,000.. 
100,000  to  250,000.. 
50,000  to  100,000... 
25,000  to  50,000 

Total 

North-central: 

Over  1,000,000 

500,000  to  1,000,000. 
250,000  to  500,000-- 
100,000  to  250,000.. 
50,000  to  100,000... 
25,000  to  50,000..-. 

Total 

South: 

Over  1,000,000 

600,000  to  1,000,000 
250,000  to  500,000.. 
100,000  to  250,000.. 
50,000  to  100,000... 
25,000  to  50,000 

Total 

West: 

Over  1,000,000 

500,000  to  1,000,000. 
250,000  to  500,000.. 
100,000  to  250,000-. 
50,000  to  100,000... 
25,000  to  50,000 

Total 

United  States: 

Over  1,000,000 

500,000  to  1,000,000 
250,000  to  500,000- . 
100,000  to  250,000.. 
50,000  to  100,000.-- 
25,000  to  50,000 

Total 


Urban  places  over 
25,000 


Total 


With  full- 
time  local 
health 
units 


2 
3 
3 

23 

40 
66 


137 


2 
5 

7 
14 
40 
86 


154 


0 

4 

7 

21 

32 

64 


128 


1 
1 
6 

7 
14 
36 


65 


5 
13 
23 

65 
126 
252 


484 


2 

3 

3 

22 

34 

42 


106 


2 

5 

7 

11 

29 

29 


83 


0 
4 
7 

20 
22 
59 


112 


Full-time  local  health  units 


Milk  in- 
spection 
combined 
with 
other 
local  unit 


1 
1 

6 
7 

12 
27 


54 


5 
13 
23 
60 
97 
157 


355 


12 


0 
0 
0 
0 
4 
17 


21 


Question- 
naire 
com- 
pleted 


2 

3 

3 

19 

32 

34 


93 


2 
5 

7 
11 
25 
26 


76 


0 
4 
7 

17 
21 
55 


Question- 
naire not 
appli- 
cable 


104 


1 
0 
6 

7 

7 

18 


39 


5 

12 
23 

54 

85 

133 


312 


No  re- 
sponse 


16 


tmm. 


120 


Table  37. — Completed  questionnaires  received  from  three  mailings,  Dec.  H, 

1954-Fel).  28,  1955 


Questionnaires  sent 

Questionnaires  received 

Date  mailed 

Number 

Week 
beginning 

Number 

Percent 

First  mailinp,  Dec.  14-20,  1954          

1328 

Dee.  22, 1954.. 

Dec.  29 

Jan.  5, 1955.- - 

73 

79 
26 

Total       --- 

178 

54 

150 

Jan.  12,1955-. 

Jan. 19 

Jan.  26 

Feb. 2 

Second  mailing,  Jan.  12, 1955 

31 
61 
15 
10 

Total         

117 

36 

33 

Feb.  9, 1955... 

Feb. 16 

Feb.  23 

Third  mailing,  Feb.  3,  1955    

13 
2 
2 

Total     

17 

5 

Grand  total  

312 

95 

1  Excludes  questionnaires  sent  to  six  jurisdictions  which  indicated  in  letter  replies  that  the  questionnaire 
was  not  applicable. 


APPENDIX  B.— STATISTICS  OF  REGRESSION  ANALYSES 

Table  38. — Statistics  of  regression  analyses 


Regression  statistics 


Regression  coefficient. 
Regression  constant.  . 


Coefficient  of  determination - 

Coefficient  of  correlation 

Standard  error  of  estimate. . . 


Average  price 

Standard  deviation  of  price - 


Average  distance 

Standard  deviation  of  distance. 
Number  of  markets 


Unit 


Dollars  per  mile 

Dollars    per    hundred- 
weight. 


Dollars    per    hundred- 
weight. 
Dollars    per    hundred- 
weight. 
Dollars    per    hundred- 
weight. 

Miles 

Miles 

Number 


Regression 


Dealer's  buy- 
ing price  on 
shortest  high- 
way distance 
from  Eau 
Claire,  Wis. 


»  +0. 001919 
3.54 

.75 

1+.86 

±.42 

5.18 

±.83 

854 

±374 

143 


Blend  price  on 
shortest  high- 
way distance 
from  Eau 
Claire,  Wis. 


1+0.001353 
3.43 

.51 

1+.71 

±.43 

4.44 

±.60 

747 

±317 

58 


Very  highly  significant. 


(121) 


APPENDIX    C.  TRENDS    IN    MARKETING    AND 
UTILIZATION  OF  MILK  BY  AREAS 

DEFINITION  OF  GEOGRAPHICAL  AREAS 

The  areas  used  for  the  analysis  presented  in  this  section  and  for 
the  analysis  of  the  effects  on  prices  and  quantities  in  table  31  depart 
from  standard  census  regions  commonly  used.  States  were  grouped 
into  six  areas :  East,  Midwest,  South,  Plains,  Mountain,  and  Pacific, 
to  provide  combinations  of  States  more  meaningful  to  the  analysis  than 
those  afforded  by  the  census  groupings. 

East  includes  Maine,  New  Hampshire,  Vermont,  New  York,  Massa- 
chusetts, Connecticut,  Ehode  Island,  Pennsylvania,  New  Jersey,  Dela- 
ware, Maryland,  Virginia,  and  the  District  of  Columbia. 

Midwest  includes  Wisconsin,  Minnesota,  Iowa,  Illinois,  Missouri, 
Indiana,  Ohio,  Kentucky,  Michigan,  and  West  Virginia. 

South  includes  North  Carolina,  South  Carolina,  Georgia,  Florida, 
Alabama,  Mississippi,  Louisiana,  Arkansas,  Oklahoma,  Texas,  and 
Tennessee. 

Plains  includes  North  Dakota,  South  Dakota,  Nebraska  and  Kansas. 

Mountain  includes  Montana,  Wyoming,  Colorado,  New  Mexico,  Ari- 
zona, Utah,  Nevada,  and  Idaho. 

Pacific  includes  Washington,  Oregon,  and  California. 

(122) 
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Table  39. — Milk  and  cream  marketed  ty  farmers,  whole  milk  equivalent, 

1935-54 

[Index  numbers  1935-39=100] 


Year 


East 


Midwest 


South 


Plains 


IS 

Mountain 

102 

94 

101 

99 

93 

97 

100 

102 

105 

108 

109 

112 

120 

121 

127 

127 

126 

128 

116 

127 

109 

124 

106 

117 

103 

116 

97 

111 

94 

108 

97 

111 

94 

107 

91 

108 

97 

117 

99 

122 

Pacific 


1935. 
1936. 
1937. 
1938 
1939 
1940 
1941 
1942. 
1943 
1944 
1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 


96 
99 
100 
102 
103 
108 
112 
116 
113 
116 
121 
117 
122 
120 
131 
133 
132 
135 
143 
146 


95 
98 
98 
104 
105 
109 
117 
122 
120 
120 
127 
126 
125 
120 
125 
124 
122 
123 
131 
134 


85 
92 
101 
112 
110 
109 
121 
130 
135 
137 
137 
128 
127 
126 
135 
142 
139 
141 
156 
161 


96 
98 
99 
102 
105 
110 
114 
116 
116 
121 
123 
123 
124 
120 
121 
123 
121 
123 
133 
141 


Table  40. — Whole  milk  equivalent  of  manufactured  dairy  products  other  than 
ice  cream  as  a  percentage  of  net  total  marketing  of  milk  and  cream,  1935-53 


Year 

East 

Midwest 

South 

Plains 

Mountain 

Pacific 

1935     

10.5 
10.6 
10.5 
10.5 
10.3 

n.6 

11.5 

13.1 

13.6 

13.4 

12.8 

7.6 

9.9 

9.1 

12.2 

12.5 

10.1 

10.7 

11.6 

76.9 
75.7 
73.9 
76.4 
74.2 
75.7 
76.6 
73.5 
7L2 
68.0 
66.1 
57.9 
64.8 
63.3 
66.5 
69.9 
62.3 
60.9 
63.7 

40.6 
39.0 
40.4 
41.7 
38.7 
38.1 
40.5 
35.1 
32.3 
3L7 
31.9 
26.6 
29.7 
27.7 
26.8 
25.2 
21.4 
21.1 
24.7 

72.2 
69.9 
74.4 
74.9 
78.5 
80.1 
77.9 
73.4 
71.6 
67.2 
65.1 
67.0 
69.6 
69.1 
69.0 
69.9 
68.7 
66.5 
70.6 

64.9 
67.0 
69.0 
70.3 
67.1 
66.4 
65.2 
61.8 
60.8 
60.4 
55.8 
46.9 
55.7 
55.2 
54.0 
55.7 
54.9 
50.2 
54.5 

54.7 

1936                 

53.1 

1937       

52.8 

1938     

53.1 

1939 

51.9 

1940           

53.0 

1941      

52.6 

1942               

46.6 

1943      

41.7 

1944 

42.7 

1945       

36.0 

1946    

32.3 

1947                  

37.3 

1948      

35.2 

1949 

34.5 

1950      

34.1 

1951      

29.9 

1952 

27.4 

1953      

30.1 

i 

1 
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Table  41. — Proportion  of  net  total  marketing  of  milk  and  cream  used  in 
manufactured  dairy  products,  1935-53 

[Percent] 


Year 

East 

Midwest 

South 

Plains 

Mountain 

Pacific 

1935           

20.0 
21.2 
22.2 
21.9 
22.2 
23.2 
24.9 
25.4 
24.9 
25.0 
25.2 
27.2 
27.2 
25.4 
27.2 
27.2 
25.4 
26.2 
26.8 

79.7 
78.9 
77.6 
79.8 
77.9 
79.4 
80.9 
78.0 
74.4 
71.3 
69.6 
64.0 
70.5 
68.8 
71.7 
70.8 
67.7 
66.5 
69.2 

46.2 
44.7 
46.2 
47.0 
44.5 
44.4 
48.2 
45.2 
41.9 
41.3 
41.8 
43.0 
43.9 
41.4 
39.2 
37.6 
34.6 
34.5 
37.0 

73.6 
73.2 
76.5 
76.7 
80.4 
82.0 
79.9 
75.7 
73.4 
69.2 
67.4 
71.4 
73.8 
73.3 
73.2 
74.0 
72.9 
71.2 
75.1 

68.2 
70.8 
73.5 
74.3 
71.1 
70.6 
69.5 
67.2 
65.0 
64.7 
60.4 
54.5 
63.1 
62.6 
61.8 
63.8 
63.5 
59.6 
63.5 

58.9 

1936 

58.2 

1937 

58.2 

1938 

58.4 

1939 

58.1 

1940 

59.5 

1941 

59.8 

1942 

55.6 

1943 

49.1 

1944 

50.6 

1945 

44.6 

1946 

45.0 

1947        -      .  .       

48.5 

1948 

45.3 

1949 

44.4 

1950 

44.5 

1951 

41.1 

1952 

39.4 

1953 

41.4 
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